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A JOHN TANN SAFE DEPOSIT 


This photograph shows a corner of a Safe Deposit constructed 
by John Tann for a European Bank. The steel lining to the 
walls and ceiling is of watertight construction and faced with 
stainless steel. The rows of safe deposit integers have an 
illuminated cornice and a ventilating system is incorporated tn 
the construction. When peace returns there wil! again be 


available to Banks the experience accumulated during 150 years 


Edward Tann Founder 1795 


JOHN TANN 


JOHN TANN LTD., 117 NEWGATE ST, LONDON, E.C.! 
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MR. CLARENCE T. A. SADD 
(Whose election as Vice-Chairman of the Midland Bank has been announced) 
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MILNERS’ 
STRONG-ROOM DOORS 





Turis illustration shows the interior construction and 
bolt operation of one of our BANKER’S DOORS. It is a 
fine example of the high grade quality and craftsmanship which 
has distinguished all our products for over a century. 


MILNERS SAFE COMPANY LTD., 21, HAMPSTEAD LANE, LONDON, N.6 
Telephone : MOUntview 6655 
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A Banker's Diary 


Tue ANGLO-French financial agreement signed early in February has at last 
brought to an end the anomaly of a double status for the French Empire for 
exchange purposes. The chief provision of the agreement is 
Anglo-French to extend the exchange rate of Fcs. 200 to the pound sterling 
Agreement throughout the whole of the French empire. Hitherto this 
rate has applied only to the territories regained since the 
North African landing, i.e. to North and West Africa and Martinique. For the 
ex-Free French territories, the rate has been the pre-war rate of exchange 
of Fcs. 1768. The agreement provides that no change will be made in the rate 
fixed without prior consultation between the two parties, and it also enables 
either party to acquire the currency of the other without limit and without 
any gold or foreign exchange counterpart. It should-be noted that the agree- 
ment does not extend to Metropolitan France proper, since the intentions of 
any future French Government obviously cannot be known at this stage. 
Corsica and Algiers are, however, covered, by the agreement, although 
technically and in theory part of Metropolitan France. 

The negotiations which led to the agreement involved a joined Anglo- 
French approach to the Lebanon, treating this territory as virtually an in- 
dependent power. Special arrangements have been concluded as a result with 
the Syrian and Lebanese Governments, so far as the agreement applies to 
their territories. In this case there will be no alteration in the rate of exchange, 
which remains at 8.83 Syrian or Lebanese pounds to the pound sterling, but 
these currencies are now brought within the franc bloc. They nevertheless 
remain in close association with sterling and occupy a special position in 
respect of remittances. 


In addition to the financial agreement, a mutual aid agreement with the 
French National Committee has also been signed, each party agreeing to furnish 
the other free of cost with all military assistance which it is 

Mutual best able to supply for the joint prosecution of the war. An 

Aid important feature of the mutual aid agreement is that in 
effect it is made to apply retrospectively. Thus, while the 
French National Committee has assumed responsibility for this country’s 
advances under the agreement with General de Gaulle of August 7, 1940, 
our own Government has agreed to cancel that part of the advances relating 
to supplies which would have been furnished on mutual aid terms if the present 
agreement had been in force throughout. The net amount of the indebtedness 
which will remain as a liability of the French National Committee is to be 
published as‘soon as the figure has been agreed. 

In the announcement of the agreement, the hope is expressed that it may 
form the foundation of a lasting monetary agreement between the United 
Kingdom and France, though it is recognized that some variations will be 
needed to adjust it to peacetime conditions. Ii the arrangements for the 
mutual acceptance of sterling and francs were extended into the post-war 
period, it is obvious that the agreement would be very significant indeed. 
Under normal conditions, however, it is to be supposed that some upper limit 
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would be placed on the amount of the others currency which each party agrees 
to accept, as was in fact provided for in the recent Netherlands—Belgian 
monetary agreement. Even with this limitation, some arrangement of this 
kind could form a useful starting point for the extension of mutual currency 

support over a wider area, if it should prove impossible to secure adherence to 
a world-wide currency plan. Specific reciprocity arrangements of this kind 
would, in any case, not be incompatible with an international currency scheme 


LorD WooLTon’s statement of policy in the House of Lords was encouraging 
in its expansionist outlook, but somewhat disappointing in the poverty of the 
methods proposed to give effect to this expansionist policy 


An which, as the Minister of Reconstruction declared, is “ the 
Expansionist right and proper policy for this country to pursue.” Thus, 
Policy Lord Woolton correctly pointed out that the time for an ex- 


pansionist policy will come in the danger period when all the 
‘ willing spending ”’ is over. Yet he went on to say this is the time “ for loca! 
authorities, public utility companies and private undertakings to expend 
capital on plans which we shall encourage them to defer until this period.” 
To secure the postponement of capital expenditures which undertaken too 
soon would create an inflationary boom is obviously most desirable. But 
when they are eventually undertaken, they still represent ‘‘ willing spending.’ 
It is when such spontaneous investment is approaching exhaustion that th 
danger period arises. And the only means of expanding (as distinct from 
regulating) demand mentioned by Lord Woolton was that of public works 
There was no discussion of the possibilities of stimulating investment by such 
devices as interest subsidies, tax remissions, special depreciation allowances 
and Government guarantees. What is even more important, the statement 
did not contain even the most oblique reference to overseas investment, which 
is probably the soundest of all aids to an expansionist policy. 

The statement was realistic in paying due attention to the problem of 
structural unemployment. Far too many people seem to imagine that un 
employment can be cured simply by turning on the monetary tap and without 
paying the slightest attention to the special areas. This is obvious nonsense, 
above all in a country where the impact effect of general depression in the 
United States is to produce structural unemployment in our highly localized 
major export industries. Here again, however, Lord Woolton seemed to 
place all his hopes on the fact that during the war Government factories have 
been built in the former depressed areas, which in many cases can be turned 
over to peace production. It remains to be seen whether that alone will be 
sufficient to keep South Wales prosperous in the event of a real American 
slump. 


AN absolute pre-requisite of an expansionist policy, of course, is that ou 
external monetary policy should be such as to permit equilibrium in the 
balance of payments with national income at a high level. 

Currency On this aspect of the problem, Lord Woolton was naturally 
Plans and unable to say very much at a time when international currency 
Problems plans are being officially discussed. He did nevertheless give 
an assurance that the Government are thoroughly well informed 
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on the subject of international currency problems and the importance of 
securing the position of this country. And he added the intriguing remark 
that it will probably “‘ be necessary for us to make some stipulation that will 
ensure that we export goods at least to those countries from which we shall 
require food supplies.’” While Lord Woolton hastened to add that he should 
not be thought to be advocating bilateralism, it would seem on the face of it 
that any “ stipulation ’”’ would be ruled out by a fully multilateral system 
whose main object, as the Keynes plan points out, is to ensure that exporting 
countries are able to spend the proceeds of their exports in any other country 

Unless there is reason to hope that the violent fluctuations hitherto seen 
in the American national income will be avoided in future, the only alternative 
to preferential trading arrangements in some form would seem to be some 
method of enabling the rest of the world to accumulate dollars in periods of 
good trade for use during the depression. Really generous quotas under 
multilateral plan (or, what is the same thing, an interest-free gold loan) could 
meet this need, though there is the difficulty that many countries will need to 
draw heavily on the dollars made available during - the reconstruction period ; 
and this will give other countries an incentive to “do the same before there is 
any danger of dollars being rationed as a scarce currency. 

The only other source of dollars would, of course, be the accumulation of 
dollar reserves out of current trading. Unless the United States is willing to 
accept an import surplus, this in turn would only be made possible by American 
lending in excess of the current dollar requirements of the rest of the world 
This would be preferable to the postponement of such lending until a de 
pression already threatened, for immediate loans to the undeveloped areas 
would help to build the foundations of an expanding world economy and 
continued prosperity in international trade. On the other hand, it would 
imply that countries such as our own would have to export to the recipients 
of dollar loans during the post-war scarcity period and refrain from using the 
dollar proceeds to purchase imports in return. 


To over-export in this way would place as severe a burden on our economy 
in the immediate post-war years as the re-acquisition of a gold reserve. Even 
if this objection were not conclusive, there is the further 


A difficulty that great stress has been placed in recent dis- 
Super-Central cussion on the need for surplus countries to spend and not 
Bank ? hoard the proceeds of their surplus. Yet if the American— 


or world—national income is unstable, this very policy 
would help to accentuate fluctuations in trade, while the accumulation of 
dollar or other reserves for use in time of slump would help to iron them out 
On the other hand, if all countries were unduly apprehensive of an impending 
depression, the accumulation of reserves through failure to spend the proceeds 
of an export surplus would itself exercise a deflationary effect throughout the 
system calculated to bring the depression about. 

The fundamental difficulty is that international currency schemes on the 
lines proposed, notwithstanding Lord Keynes’ arguments to the contrary, 
would zo# in fact extend to the international sphere the benefits of the banking 
system as it operates internally. They would undoubtedly supply the purely 
mechanical banking function of a clearing system to offset debits and credits 
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What is needed, however, is a super-central bank to help maintain an even 
flow of spending in the way that central bank policy helps to do this within a 

national economy. It has long been recognized that it is necessary to expand 
credit, in the hope of encouraging spe nding, when liquidity preference is 
high, and to contract credit, in order to curb inflation, when liquidity preference 
is low. The international monetary problem will only be solved, in any true 
sense, when we have an international body charged with the function of 
expanding and contracting, in the same way and for the same purposes, the 
external liquid assets which are the basis of international trade. At our present 
stage of development, it is obviously visionary to hope that independent nations 
will be prepared to surrender their sovereignty in this important sphere of 
action sufficiently to make a truly international system possible. In view of 
the special importance of the dollar problem, however, the proposed World 
Bank would go some way towards meeting this need if it were freed of the 
objectionable features present in the draft plan. 


THE controversy following the recent Brazilian debt settlement lends a special 
interest to the Council of Foreign Bondholders’ report for the year 1943. 
In the general survey, it is suggested that too much attention 

Latin- has perhaps been concentrated on the continued—and in 
American some cases embarrassing—increase in the foreign exchange 
Debts resources of the Latin-American countries, ‘‘ due to a continued 

and involuntary restriction of their imports, an abnormal! 

demand for their exports, and a liberal supply of credit from the U.S.A.” 
This movement, it is pointed out, has engendered in some quarters “ an 
optimism which has failed to take sufficient account of the facts that the 
increases are due to causes which are either certain or likely to prove short- 
lived, that the budgetary positions of the countries concerned are not necessarily 
improved thereby and, above al, that they do not necessarily increase the 
Governments’ will to discharge their obligations to holders of their external 
debt.”” The latter may be a deplorable fact, but it must nevertheless be 
recognized as a fact and has therefore to be taken into account in any 


negotiations. 


DiscussinG the effects of war finance on the American banking system, the 
Federal Reserve Bulletin points out that the large growth in holdings of 
Government securities, coupled with a decline in loans, has 

U.S. Bank produced widely different efiects on the earnings of individual 
Reserves banks: “ At large banks loan rates have not been so much 
higher than the rates on investments, and the increase in 

holdings of Government securities has more than offset the effect on earnings 
of the decline in loans. At smaller banks, loan rates are generally much 
higher than rates on Government securities. Many of these banks, therefore, 
while showing an increase in the total volume of earning assets have never- 
theless suffered a decline in earnings. It is likely that many banks have had 
no increase in earnings, or p ssibly a decline, even though earnings of banks 
as a whole have increased. A further factor in the earnings situation is that 
a large part of the decline in loans has been in types of loans, such as consumer 
credit, that produced high returns, whereas the new loans made have been 
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to a considerable extent war loans with relatively lower rates. The average 
rate of return on loans in 1942 and the first half of 1943 was well below earlier 
levels.” 

It is pointed out also that in present circumstances excess reserves no 
longer have their former significance, largely owing to the legislation which 
has the effect. of actually releasing reserves at the time of a war loan drive. 
Many banks, it is stated, have resumed the long dormant practice of investing 
ill available funds and thus of holding no excess reserves at all, a policy which 
is made possible by the high degree of liquidity of Government securities 
resulting from the maintenance of gilt-edged prices at a high level. 

Bi inks in New York City and Chicago, which together held a billion and 
a quarter dollars of excess reserves at the end of 1941, have held practically 
no excess reserves since early this year. Member bank holdings of U.S. 
Government securities, incidentally, have increased from about 40 per cent. 
of their total earning assets in 1940 to over 70 per cent. at present. 


DurInG January revenue receipts of £469.5 millions were almost exactly 

sufficient to cover the Government’s expenditure for the period. For once, 

therefore, the credit position was little affected either way by 

Clearing the Government’s financial operations. The apparent decline 

Banks in of {69.5 millions in clearing bank deposits shown by the 

January January return was, in fact, almost entirely due to the usual 

seasonal decline in items in course of collection from the 

abnormally high level at the turn of the year. The absence of any appreciable 

change in effective deposits is to be seen from the extremely small movements 
on the assets side shown in the following table : 


SUMMARY OF CHANGES 


Jan., Change on: 
1944 Month Year 
£m. £m. £m. 
Deposits , ‘ a 3,902.2 —69.5 + 385.6 
Cash .. ‘ = . 415.8 — 0.4 + 37-0 
Call Money .. aia as 157-3 + 6.3 + 11.5 
Discounts ' ; ‘i 133.1 + 5.5 — 59.3 
r.D.R ia ‘ fT 1,305.0 — 2.0 +370.0 
Investments ae oa 1,148.5 — 5.1 + 36.3 
Advances... i be 741.8 — 1.2 — 6.9 
[t will be seen that T.D.R. holdings decline by only {2 millions from their 
record end— ae 3 level of £1,307 millions. The Contraction of some £5 millions 


in the investment item is probably to be explained by the continued purchases 
by public departments of the conversion 5 per cent. loan which have been 
called for repayment on May If. 

A feature of the January debt return was the exceptionally large encash 
ment of more than {100 millions of tax reserve certificates. Since fresh sub- 
scriptions to this security amounted only to £48.4 millions, the outstanding 
issue declined by no less than {51.7 millions from the end-1943 peak level: of 
£646 millions. On the year, the outstanding issue, at £594 millions, nevertheless 
shows an expansion of exactly {100 millions. 
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The Bank Charter Act of 1844 
By E. Victor Morgan 


HE present year is of interest for historians of banking as it marks both 
the two hundred and fiftieth anniversary of the foundation of the Bank 
of England, and also the centenary of the Bank Charter Act of 1844. 


was this Act which split the Bank into the Issue Department and the 
Banking Department, and established the principle of the fixed fiduciary 
ssue, which has since been a distinctive feature of the British currency system. 
[t also gave the Bank a virtual mo nopoly of note issue, and so set the seal on 
its special position as a central bank. his was the culmination of many 


rants of privilege, and a strange thing about it is that it came at the end of 
generation of the fiercest opposition which the Bank has ever had to meet 
id ] o, himself, had drawn up a plan for a national bank to 





ipersede the Bank of England, and this was republished and widely read 
n the eighteen thirties. In 1826 the Liverpool government, in correspondence 
ith the directors, made clear its opposition to the continuance of any special 
privileges after the expiry of- the charter in 1833. ‘The proposal to make 
sank notes legal tender called forth a bitter attack on the Bank’s monopoly 
ym the Country Bankers’ Committee. Writers on both sides in the “ Currency 
chool”’ v. “‘ Banking School’ controversy were unanimous in condemnation 
of the policy pursued by the directors. In Parliament there was a constant 
isillade of criticism from the Radicals, led by Joseph Hume, who wanted 
free trade in banking.’’ Even Colonel Torrens, staunchest advocate of the 
fixed fiduciary issue, worked out a plan for applying that principle to all 
inks as an alternative to a Bank of England monopoly of note issue. To 
xplain the Bank’s survival of all this opposition, and to see the Act of 1844 
in its historical perspective, it is necessary to take the story back a number 
f years 
In the early nineteenth century, the Bank already enjoyed several of the 
vileges which we regard as proper to a central bank, but it steadfastly 
fused to accept the corresponding responsibilities. It was the only bank 
in London issuing notes and (down to 1826) the only joint-stock bank in 


Eneland which was allowed by law to do so. It handled the national debt, 


nd acted « banker to the Government. Finally rae 1797 to 1519, its 

otes were inconvertible and, in f ct, though not in strict law, legal tender 

Yet the directors denied that they had or ought to have any power of regulating 
the curren Phey claimed that they had no control whatever over th 
country banks, and that th extent of their issues made no difference to 
prices or to the foreign exchanges » latter in a special resolution of the 
Court Px assed as late as 1819. The only principle which they recognized as 
determini y tl ieir policy was what one of them called “ the legitimate demands 
of commerce,” i the only test of these demands was the presentation of 
te of 5 per cent. At this rate, the Bank was 


good oe for discount at a ra 
willing to discount any good 
considerations 


i 
qe 
i 


ill offered to it, quite regardless of any wider 


With the high interest rates and rising prices of the Napoleonic Wars, 
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this policy naturally led to a big increase in the discounts and the note circula- 
tion of the Bank. So long as the notes were inconvertible, whatever effect 
this might have on the country, it could bring nothing but profit to the Bank. 
But with the complete resumption of cash payments in 1821, the position 
became very different, and the next four years gave conclusive proof of the 
barrenness of the directors’ policy. During the first two years after the re- 
sumption, prices were falling and trade was depressed. The Bank’s gold 
reserve rose to a very high level, and its discounts shrank practically to 
nothing, but the directors refused to reduce their discount rate below the 
usual 5 per cent., which was the maximum permitted by the usury laws 
it was only under extreme pressure from Lord Liverpool and his government 
that Bank rate was eventually reduced to 4 per cent., and borrowing facilities 
xtended in other directions. 

By this time trade was reviving of its own accord, and the demand for 
loans was increasing. In the summer of 1824, the exchanges turned against 
us, and the Bank began to lose gold. This continued for over a year, but 
the directors still maintained their policy of relatively cheap money; the 
‘legitimate demands of commerce ”’ must be met whatever the consequences 
\t last, in the autumn of 1825, when the foreign drain of gold had actually 
eased but a domestic crisis was impending, the Bank became thoroughly 
alarmed for its rese¢ Tve , and began a violent effort to reduce liabilities, which 
even extended to the “rationing ”’ of discounts. This only precipitated the 
risis, but it was not until December 1825, when the panic was at its height, 
hat the Bank came freely forward in the role of lender of last resort. 

We have dwelt at some length on this model of how not to behave during 
i crisis for two reasons. It explains much of the criticism to which the Bank 
was subjected, and it led to important changes in policy. The directors were 
now forced to recognize the connection between their note issues and the 
exchanges, and the resolution of 1819 was formally rescinded in 1827 on the 
motion of William Ward. Further, the crisis taught the need of distinguishing 
between a drain of gold for export, for which the proper remedy is a con- 
traction of credit, and a drain a to domestic panic, for which free lending 
is the only effective policy. 

The first systematic attempt to re; gulate the currency by reference to the 
foreign exchange s was the policy « of ‘‘ keeping the securities even,” explained 
by John Horsley Palmer to the Committee on the Renewal of the Bank’s 
Charter in 1832. Ata time of “ full currency ” (i.e. when the exchanges were 
at par and on the point of turning against us) the Bank should hold about a 
third of its assets in bullion, and a yut two-thirds in securities. The amount 
1f securities was then to be kept constant, so that any loss of gold would 
bring about an equal reduction either in notes or in deposits. By this means, 
xplained Palmer, interest rates would be raised, prices depressed, and thx 
exchanges turned once more in our favour. The persuasiveness of Palmer was 
largely Tesponsible for the passage of the Bank Charter Act of 1833, which 
nade Bank notes legal tender except from the Bank itself, and repealed the 
isury laws so far as bills of exchange were concerned. The latter clause 
made it possible to raise Bank rate above 5 per cent., and so paved the way 
for the systematic use of variations in discount rate as an instrument of policy. 

The Horsley Palmer method was a big improvement on what had gone 
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before, but it had two defects. First, a loss of gold might lead to a decline 
either in notes or in deposits. In the conditions of the time, the latter had 
considerably less effect on general credit conditions than the former. The 
second weakness was more fundamental. Between 1828 and 1832, it had 
happened that the exchanges had turned against us at a time when the Bank 
held about a third of its assets in gold, but if it continued to keep its securities 
constant, there was obviously no reason why this should always be so. Several 
times during the next decade gold continued to pour in after the one-third 
ratio had been passed. The directors were unwilling to see this piling up 
of non-earning assets, and naturally increased their securities. The resulting 
breaches of the Palmer rule were justified, in the subsequent controversy, 
by a plea of special circumstances. 

The years 1836 and 1839 brought two more serious crises, in each of which 
the boom and the subsequent crash was aggravated by imprudent lending 
on the part of the Bank, which violated the Palmer principle. Thus, in 
fourteen years there had been three crises, for each of which the Bank was 
partly to blame, and in each of which the reserve had been dangerously 
reduced. In 1819, Parliament had placed the country on a gold standard, 
and had charged the Bank with the responsibility of maintaining the con- 
vertibility of its notes. Yet three times this convertibility had been in real 
danger, and in 1839 suspension was only avoided by means of a special loan 
from the Bank of France. The problem presented to would-be reformers 
was, therefore, to safeguard the convertibility of the note, and to remove 
the monetary causes, which had aggravated the recent commercial crises. 
It was on these issues that the famous Currency and Banking controversy 
developed. 

The Currency School inherited many of the tenets of Ricardo and his 
supporters in the earlier controversy over the Bullion Report. Their principal 
protagonists were Samuel Jones Lloyd (Lord Overstone), Colonel Torrens, 
and G. W. Norman (the latter a director and governor of the Bank). The 
Currency School believed that coin and notes stood in a very different position, 
as regards their effect on prices, from bank deposits or any other form of 
credit. Following Ricardo, they held that a change in the quantity of coin 
or notes would produce a direct and rapid effect on prices. Unfavourable 
exchanges and the resulting loss of gold were a sure sign of an excess of currency, 
and the proper remedy was, of course, contraction. Provided the remedy 
was applied steadily and in good time, they had no fear of the consequences 
It was only when contraction was too long delayed and then imposed too 
violently, as it had been in the recent crises, that disaster might result. The 
simple rule, by which a due measure of contraction might always be secured, 
was that the combined circulation of notes and coin should vary just as it 
would if it were entirely metallic. Thus, for every £5 worth of gold withdrawn 
from the Bank, or indeed any issuing bank; there should be a reduction in 
the note circulation of exactly £5. This principle they proposed to apply 
to the Bank, and to make sure that it was not counteracted by the unregulated 
action of others, they were willing that it should be accompanied by a practical 
monopoly of the right of note issue. 

The Banking School, led by Thomas Tooke and J. Fullarton, took a different 
view both of the nature of the case and of the remedies required. They 
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denied the validity of the distinction between notes and other forms of bank 
credit. All forms of credit had an equal effect on prices, and furthermore the 
quantitative connection between them was not a strict one, so that a change 
in the quantity of notes might be offset by an opposite change in deposits 
or bills of exchange (a quite reasonable suggestion in those days of fluid cash 
ratios). Thus, while they did not altogether deny the connection between 
notes, prices and the exchanges, they believed it to be much looser than did 
their opponents. A further difference was over the cause of gold exports 
The Banking School believed that they might occur either because domestic 
prices were out of line with those of the rest of the world, or because of some 
special and temporary circumstance, such as an abnormal import of food 
caused by the- failure of the domestic harvest. In the first case they agreed 
with their rivals that the proper course was monetary contraction. But 
they held that many drains of gold belonged to the latter class and, given 
time, would work themselves out without any deflationary pressure at all. 
The Banking School were much more conscious of the evils of deflation than 
their rivals, and wished to avoid it whenever possible. 

The Banking School were opposed to any further legal control, but suggested 
that the Bank should have a monopoly of note issue in return for its promise 
to keep a much larger reserve, so that considerable fluctuations might be 
allowed without danger to convertibility. Tooke suggested that the reserve 
should be allowed to rise to £15m. and to fall to {5m. before any sort of 
counter measures were taken. The Bank would thus largely insulate the 
domestic monetary system from the effects of short run fluctuations in the 
exchanges, a highly interesting suggestion in view of later developments. 

Such were the trends of thought when the Charter again came up for 
review. It was fortunate that, both in 1833 and 1844, there were a few quiet 
years between the last crisis and the Parliamentary debates. Had the Charter 
come up for review in 18309, it is far from certain what would have happened. 
As it was, most people were agreed that the Bank, working under whatever 
conditions they happened to favour, was to be preferred to any alternative 
then possible. 

Meanwhile the Currency School had made converts in high places Sit 
Robert Peel and Charles Wood, the Chancellor of the Exchequer, were believers, 
and Norman had largely persuaded his co-directors The debates in Parliament 
showed how strongly the Currency School was represented there, yet there 
was hardly a speaker competent to present the serious arguments of the 
opposition. The resulting Act was naturally a complete victory for the 
Currency School. Its terms were, briefly, as follows : 

No new note issuing banks might be established, and banks already 
issuing were restricted to the amount which they had issued in the three 
months prior to the Act. 

Any bank which suspended payment, ceased issuing for any reason, 
or entered into an amalgamation as a result of which it attained more 
than six partners, was to forfeit its right of issue. 

The Bank of England was divided into two departments, the Issue 
Department and the Banking Department. 

The Issue Department was allowed a fiduciary issue of {14m , backed 
by securities. Above this all notes must be covered pound for pound 
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by gold or silver, of which at least four-fifths must be gold. It was bound 
to buy gold at £3 17s. gd. per ounce of standard fineness, and to pay its 
notes in sovereigns (equivalent to selling gold at £3 17s. 104d. per ounce.) 
The fiduciary issue might be raised, by Order in Council, by two-thirds 
of the permitted issue of any bank which forfeited its rights. 
The Banking Department was left free to carry on its business without 
regulation. 
Accounts for both departments were to be published weekly. 

The Act thus secured, almost perfectly, that the combined circulation of 
notes and coin should vary just as it would if it were wholly metallic. It is 
interesting, therefore, to see how far the Act fulfilled the hopes of its sponsors, 
and the fears of the critics. In securing the convertibility of the note, it was, 
f course, a complete success. The reserve of the Issue Department could be 
‘xhausted only if the note circulation fell to £14m. The notes in the hands 
of the public alone had never fallen so low as this since the resumption of cash 
payments, and now the total note issue had to provide for the reserve of the 
Banking Department as well. It was inconceivable that any drain of gold 
hould persist in face of such a contraction of the currency. But the real 
danger point had not been removed, but only shifted. A loss of gold, and the 
consequent reduction of the note issue, would fall, in the first instance, on 
the Banking Department, and the suspension of the Banking Department 
would be at least as serious as the suspension of convertibility. Peel was 
urged to guard against this by providing in the Act for the relaxation of the 
law in time of crisis, but refused. It fell to his successors to take the 
responsibility of sending the famous Treasury Letters, authorizing the directors 
to break the law and promising an act of indemnity. 

A possible interpretation of the Act is that it was an attempt to absolve 
the Bank from responsibilities, which it had failed to discharge, by reducing 
the art of central banking to a mere rule of thumb. Peel, himself, lent 
countenance to this when he said, in introducing the Act: “ With regard 
to the banking business of the Bank, I propose that it should be governed 
by exactly the same principles as would govern that of any other body dealing 
with bank notes.’”’ in fact, however, the Act made practically no difference 
it all to the Bank’s responsibilities. Faced with the export of gold, the 
Banking Department had to protect its reserve, just as had, in the past, the 
Bank as a whole. This could only be done, in either case, by improving the 
exchanges or by reducing the internal demand for money. For this, the control 
of credit was just as necessary as ever, and the Banking Department now 
wielded just the same powers, and held the same responsibilities, as the Bank 
had held before its division. Any mistake on the part of the directors was 
just as likely as ever to produce or aggravate a crisis. 

One argument used against the Act was that it would cause a restriction 
f the currency. In the first instance, the result was just the opposite. There 
was so much gold in hand that the Banking Department found itself with 
t very large reserve, and shortly reduced Bank rate to the unprecedented 
level of 2} percent. In the long run the outcome was more doubtful. Had note 
issue been the essential part of banking which it once was, there is little doubt 
that the Act would have hampered the great developments which took place 
iater in the century. But the London private bankers had ceased to issue 
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notes before the end of the eighteenth century ; an increasing proportion of 
he country’s business was already being done by cheque, and the great London 
ssinbvahadts banks established between 1833 and 1844 operated entirely on a 
cheque-paying basis. The use of the cheque spread even more rapidly during 
the second half of the century, and any restrictive effect which the Act might 
have caused was therefore easily avoided. 

The crucial test of the working of the new system was in the crises of 1848 
and 1857. They proved to be no less violent than their predecessors, and 
ach was followed by a Parliamentary enquiry. The Banking School, now 
strongly re-inforced by William Newmarch and John Stuart Mill, turned out 

full streneth to avenge their defeat and denounce the Act. They pointed 
io the suspension of the Act while the Issue Department still had several 
nillions of gold, and claimed that the rigidity imposed by the fixed fiduciary 
issue had compelled the Bank to a quite unnecessary degree of deflation. In 
this there can be little doubt that they were at least partially right. In later 
years, the Banking Department overcame the diffic ulty by accumulating a 
large reserve, and then permitting considerable fluctuations before takin x any 
trong action—exactly the policy which Tooke had recommended before 1844 

The hundred years since the passage of the Act have seen many changes, 
ind a great increase in the power and wisdom of the Bank. The growth of 
the cheque system, the amalgamation movement, the increase in bankers’ 
leposits, the stricter custom with regard to cash ratios, and, of course, the 
mmense development of banking gener: uly, have all added in various ways 
io the Bank’s problems and responsibilitie s, though, fortunately, some brought 
in increaSe in power as well. In Bank vada and open-market operations there 
vere developed two powerful methods of control, both of which had been 
mly little used before 1844. Above all, the Bank acquired that understanding 
f economic forces, and that fine sense of timing, which mark its conduct of 
iffairs in the later years of the period. Thus there was gradually built up a 
cture capable of surviving shocks which, at one time or another, have 
stated almost every other financial system in the world. Since the last 
war, change has been even more rapid and, among many other things, we have 
had the passage from a gold standard to a “‘ managed ”’ currency, the stabiliza- 
tion of interest rates, and the practical abandonment of Bank rate as an 
instrument of control. 

The abandonment of the gold standard, the alteration of the fixed fiduciary 

ue by Treasury minute, and the setting up of the Exchange Equilization 
\ccount were all big strides away from the policy of 1844. An even bigger 
me was the Currency and Banknotes Act of 1939, with its provision for the 

ekly valuation of gold and for “ cash transfers ’’ between the Bank and the 
Exchange Equalization Account. Thus, for the first time, the price of gold 
was allowed to affect the amount of the note circulation, and there arose the 
possibility of large variations in the volume of notes brought about neither by 
imports or exports of gold, nor by changes in the fiduciary issue. If this Act 
remains in force after the war, it will rob the principle of the fixed fiduciary 
issue of much of its remaining significance. Nevertheless, the princi le, and 
the separation of Departments which goes with it, still remains, in — of all 
the criticism which has been directed against it. 

The influence of the Act on the outw ard form of the Bank is obvious to all, 
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but perhaps even more important is its indirect effect on the underlying 
substance. Parliament gave the Bank the ultimate privilege of a central 
bank and, at the same time, made a supreme attempt to legislate away the 
corresponding responsibilities. The failure of this attempt was made manifest 
in the crises of 1848 and 1857, and thenceforward there was no alternative 
but that the Bank should recognize its unique position and all the duties which 
went with it. Perhaps the directors were slow to recognize these duties, but 
when they did so they were faithful in performing them, as the history of the 
past eighty years has shown. Paradoxical as it may seem, it is not the merits, 
but the very defects of its principal clauses which give the Act of 1844 its 
greatest importance as a stage in the evolution of a central bank. 


The Hidden Hand: Manoeuvres Old 


and New 
By W. T. C. King 


ARLY this year, Lombard Street was intrigued by the phenomenon of the 
E: hidden hand ”’ in an unfamiliar role. The authorities entered the open 

market as substantial sellers of bills. It would be dangerous to dogmatize 
about operations which tradition insists upon shrouding in secrecy—or, more 
correctly, in a pretence of secrecy. But it is probably necessary to go back 
nearly thirteen years, to the days of the death-agony of the gold standard, 
to find an apparent precedent for these official sales. The market has never 
had a long memory, and on this occasion it promptly labelled the operation 
as “‘ special buying in reverse.’’ On a ten years’ retrospect, the perspective 
is accurate. But it is evidently forgotten that there was a time when official 
purchases could, with equal justice, have been dubbed “ special selling in 
reverse.’’ This is no mere play upon words. The contrast in language is 
symptomatic of the great changes which cheap money in the first place, and 
war finance in the second, have wrought in the technique of credit management. 
They are changes which well merit examination. In a year, moreover, which 
marks not only the centenary of the Bank Act but the “ quarter-millenium ’ 
of the Bank itself, it is surely appropriate first to set them against the back- 
ground of longer-term evolution. 

Open market policy* has at different times sought one or more of four main 
objectives. First, that of ironing out the extremes of short-term fluctuations 
in the short loan m: irket, involving relief of stringencies and absorption of 
credit gluts without altering the basic credit supply. Secondly, the support 
of Bank rate polic, y Thirdly, longer-term neutralization designed to m: aintain 
the basic credit supply in the face of a definite trend. Fourthly, deliberate 
expansion or contraction of the basic credit supply. In practice, of course, 








* The term first becs ime common in the between-war phase, and is sometimes restricted to 
operations of the types first developed in that period. It is logical, however, to apply it to all 
intervention for central banking purposes, usually on the initiative of the central bank, at rates 
more or less in line with those ruling in the market (as distinct from operations, on the initiative 
of the market, at or above Bank rate). 
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the different objectives are not always readily distinguishable, and in a series 
of operations a purely technical objective at the outset may later blend im- 
perceptibly into one of more fundamental significance. But over a period the 
broad drift of policy is usually fairly clearly discernible. Certainly it is true 
that during the war, and to a less extent also in the pre-war cheap money 
phase, it is the first objective, that of technical smoothing, which has produced 
the greatest number of individual operations. 

Devices for technical smoothing are certainly the oldest of all forms of 
organized open market policy, and operations for this purpose for many years 
far exceeded, both in number and importance, interventions for other purposes. 
They originated shortly after the crisis of 1825, when the Bank, realizing that 
its own liberal lending had contributed to the speculative excesses, determined 
to refrain from competing in the discount market. Bank rate became in- 
creasingly ineffective, with the result that the money market faced appreciable 
hardship whenever technical stringencies forced it to seek assistance from the 
Bank. Most important of these stringencies were those of the quarterly 
 shuttings,”’ the four separate months in each year when the Government 
stock registers at the Bank were closed for preparation of interest warrants, 
and when the Government was obliged to allow funds to accumulate on its 
own account and those of the tax-gatherers in preparation for the payments. 
To meet this difficulty, the Bank undertook to lend during the shuttings, at rates 
in conformity with market rates, to all who offered approved security and would 
take at least {2,000 for a minimum of ten days and a maximum (diminishing 
as the interest date approached) of six or seven weeks. This system, which 
accords with the best modern precepts, succeeded in moderating both the 
pre-interest-date pressures and the post-interest-date gluts, and in avoiding 
the violent convulsions which resulted from credit shortage at a time when 
the Usury Laws still limited discount rates. Except for the brief period of 
gross mismanagement which immediately followed the Bank Act of 1844, the 
system worked successfully, with only slight modifications from time to time, 
for the remainder of the century. 

The second main variety of open market operations, those designed to 
support Bank rate policy, first came into prominence in the last quarter of the 
century, and by writers of text-books published between, say, 1890 and the 
early twenties were customarily regarded as the traditional variety. Most 
familiar among them was the practice of ‘“‘ borrowing ”’ on Consols—actually, 
selling for cash and buying back for “ time ’’—with the object of mopping 
up surplus cash and thereby preventing discount rates from slipping too far 
below Bank rate at a time when the level of the exchanges threatened a drain 
upon the Bank’s gold reserve. This device is certainly traceable as far back 
as the middle thirties, and it is well known that it was one of the emergency 
measures employed by the Bank in its flurry during the first “ crisis "’ of 1847. 
But it is doubtful whether the practice assumed any real importance or fre- 
quency until a further 30 years later, when the Bank once again faced a phase 
of chronic ineffectiveness of-Bank rate. It is questionable, too, whether it was 
usuk ally as salutary as has been generally supposed. In times of plethora of 
funds during major phases of cheap money (such as the late eighties and 
ning ties), operations in the gilt-edged market proved too circuitous to have 

atked effect upon discount rates, and at times the Bank was forced to much 
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more direct action. 

Notably on the eve of the Baring crisis, and again in 1905, it became itself 
the borrower of surplus funds by taking deposits at interest, on the first 
occasion from local authorities, the India Council and other public bodies, 
and on the second occasion actually from the clearing banks. This last device 
was, indeed, revived and formalized during the first world war, when the 
authorities, mainly with the object of influencing the neutral exchanges, 
offered attractive rates for short-term deposits by overseas as well as home 
banks. By this means, the short loan market was generally confined to a 
moderate ration of funds—with the notable exception of the protracted periods 
of the several major loan flotations for funding purposes, which were ex- 
travagantly lubricated by orgies of credit inflation generated by Ways and 
Means. 

This short-term deposits system, which has much in common with the 
highly-organized Treasury deposit system of the past four years, was virtually 
the only contribution to open market technique or policy which emerged 
from experience during that war. It was not until the between-war phase and 
more particularly the period after the return to gold in 1925, that open market 
operations were commonly directed towards fundame ntal as well as mainly 
technical objectives. There was then developed what was euphemistically 
called the ‘‘ management ” of the gold standard, by the well-known technique 
of neutralization—preventing either an efflux or an influx of gold from exerting 
its due effect upon the credit structure. This policy was extensively employed 
in the years 1927-29, but it is doubtful whether any large proportion of the 
resultant official operations in securities took the form of open market action 
in bills. 

It is true that the existence of a “ hidden hand,” working through a discount 
house acting as ‘“‘ running ”’ broker for the authorities, had become recognized 
in the discount market, but these operations seem to have been neither so 
consistent nor so substantial as neutralization dealings would have had to be 
Except for purchases of short bills on a few occasions on the eve of the half 
yearly War Loan dividends, hidden hand intervention was essentially 
spasmodic, and usually occurred only when a definitely abnormal short loan 
position needed relief or correction. Neutralization action, by contrast, was 
ordinarily designed to counterbalance the operative gold factor before its effect 
on the market had become extreme. For these reasons, it was widely assumed 
that many of the neutralization operations took place in the gilt-edged market ; 
but it is probable that participation in the Treasury bill tenders also played a 
significant part. Such participation was certainly substantial during the 
severe gold drain of the summer and autumn of 1929, though at this stage it 
may well have been due less to a desire to neutralize the gold losses than to 
the hard fact that fears of a penal Bank rate (it was later raised from 5} to 
64 per cent ) were limiting private tenders. 

During the closing phase of sterling’s crisis, when acute external pressure 
coincided with a steady shrinkage in demands for credit and rapidly cheapening 
money, open market policy reversed its direction and, as in the eighties and 
nineties, was vigorously employed in support of Bank rate. This time, however, 
instead of using the circuitous methods which worked through the gilt-edged 
or short loan markets, the authorities brought pressure to bear directly at the 
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critical poin market rate of discount—by “ special’”’ sales of bills in 
Lombard Street. In the short run, this method achieved spectacular success 
At times, the hidden hand became a mailed fist. Thus, in 1931, when the 
1930 “‘autumnal” drain of gold continued unseasonably throughout January, 
and when bill rates yet threatened to sag to a full 1 per cent. below Bank rate 
(then 3 per cent.), the authorities took the drastic step of offering large lines 
of bills at increasing rates pitched well above the market level. Market rate 
was thereby rapidly hoisted to 2$ per cent. and then held there for nearly 
three months, against the natural trend, partly because of an informal agree- 
ment with the market, but mainly because its members had discovered that 
the velvet glove could, when need arose, deliver a vicious punch. 

After the collapse of the gold standard, there were far-reaching changes 
Central bank policy became the instrument for achieving cheap money: it 
sought first to expand the credit base, and thereafter to re egulate it according 
to the demand for credit, with the object of maintaining stable and low 
interest rates. This revolutionary change in policy did not, however, im- 
mediately involve any comparable revolution in the tec hnical relationships 
between the Bank and the money market. The initial expansion of the credit 
base, in the spring of 1932, was, indeed, a by-product of the need for official 
purchases of exchange in order to prevent an embarrassing rise in sterling, 
and at that early stage the absence of offsetting sales of domestic securities 
was probably attributable rather to the desirability of discouraging the inflow 
of foreign balances than to the evident needs of the domestic business situation 
Later, when the Exchange Account was set up, the foreign exchange holdings 
were replaced by gold and “ tap ”’ Treasury bills taken over from the Account 

Hence the expansion did not create any new problem of open market 
technique, as ordinarily understood. The same was true of the subsequent 
regulatory action: so long as the Account was a net buyer of exchange, the 
Bank could achieve its further credit expansions, or its neutralization of the 
rising note circulation, by buying gold or securities from the Account (with 
precisely the same net effect, it may be noted, as would have resulted had it 
participated in the Treasury bill tenders). This presumably explains why the 
big expansion of Bank of England assets was not accompanied by any marked 
or systematic increase in open market operations. There was, however, one 
subtle change. The market gradually came to realize that, with a few rather 

marked (and inexplicable) exceptions, the special buyer was usually available 
to relieve undue stringencies (other than the “ normal ” stringencies of the 
half-year-ends). On such occasions, if the initiative did not come quickly 
from the official broker, market members often found it worth their while 
to include him in their daily ‘‘ money ” tour of the market. 

The new system did, of course, have its teething troubles. There were 
signs that the authorities took some time to digest the implications of the fact 
that, since the Exchange Account had to finance its purchases of gold by sales 
of bills to the market, the credit repercussions of a given inflow of foreign 
funds were not only quantitatively different from what they would have been 
under a gold standard, but worked in the opposite direction. Apart, however, 
from some early jolts, it was not until the Exchange Account sustained a 
major outflow of funds that the new régime faced really difficult problems of 
open market technique. Since the scale of the efflux was difficult to estimate 








136 THE BANKER 


(and to anticipate by limiting the allotments of bills at each preceding tender), 
the authorities in the two or three years before the war were increasingly 
confronted with the problem of avoiding the embarrassment caused to the 
market by heavy immobilizations of funds in the hands of the Exchange 
Account. 

At first, it was not always clear that they tried to avoid it. In the early 
years of cheap money, the rule-of-thumb for credit policy seemed generally 
to be that of stabilizing (and, when necessary, expanding) the total of deposits 
at the Bank, without paying much attention to their distribution—which 
meant that neutralization action was confined mainly to offsetting note 
circulation changes. Later, the immobilization phases were marked by vigorous 
special purchases of bills from the market on behalf of the Exchange Account ; 
but these measures were often no more than a partial corrective, especially 
at times when the outflow of funds happened to coincide (as in the Munich 
crisis) with a heavy efflux of notes. Moreover, the smaller the Exchange 
Account’s gold holding became, the greater was the technical difficulty, because 
the resultant steady fall in the total of tender bills not only increased the 
market's reluctance to sell until extreme stringency had developed but also 
diminished its portfolios to a level at which its supply of eligible short paper 
was rapidly exhausted whenever official purchases were substantial. 

These were admittedly difficult problems to solve by normal technique, 
and on several occasions in 1938 and 1939 the stringency reached the point 
at which even the gilt-edged market became restive. When this happened, 
the authorities usually found a way out, but this only increased the demands 
in the market for a more elastic technique in general, embracing such devices 
as direct dealings with the banks, a greater readiness to take longer-dated 
bills, and operations in bonds. 

Most of these devices, and a number of others besides, have in fact been 
freely used since the war, and some of them may even have been quietly 
employed before the war. During the period, for example, when the Exchange 
Account was buying gold heavily, there was at times a strong suspicion that 
it was partly financing itself by offering bills direct to the banks, though it 
was always possible that the operations in question represented ‘ ‘ special ” 
dealings on private account, such as purchases for overseas central banks 
But, whatever the pre-war practice, it is generally admitted that this system 
was extensively employed in the early months of the war period. 

In this technical sphere, the problems created by the war have, indeed 
difiered in degree rather than in kind from those of the cheap money phase 
before the war. The enormously increased deficit financing by floating debt, 
especially marked before the Savings movement and tap loan system got _ 
its stride, had an evident pre-war counterpart in the financing of the Exchang 
Account. The obvious way to meet the increased requirements elites 
violent jolts to the market and without undue recourse to Ways and Means 
was to go direct to the banks for a substantial part. The Treasury Deposit 
system was really only a formalized version of the first improvizations, suitably 
adapted to the foreseeable needs of a system of tap loans from the public 
Thanks to this adaptation, in the form of the T.D.R. pre-encashment device, 

a huge proportion of the whole vast in-and-out movement of funds takes 
place with astonishing smoothness. Hence the residual problem of keeping an 
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even keel in the open market is, by contrast, of quite minor proportions, 
though vastly more difficult than it was before the war. 

It has been met, in the main, by an increased elasticity of technique. In 
the early years of the war, while the new system was being run-in and the 
principles of regulation were being tested, the authorities evidently preferred 
to leave some slack in the market position. On the whole, they tended to 
under-estimate rather than over-estimate the floating debt requirements of 
each ensuing week, and thus ensured that the market did not ordinarily face 
undue pressure. Hence the need for open market operations, and new 
techniques, was minimized. More recently, presumably as experience has 
been gained, they have drawn the reins rather tighter, on some recent occasions, 
perhaps too tightly. But to work on a slender margin when the movement 
of funds: is so vast and the number of unpredictables so great, requires a 
highly delicate and dexterous touch ; and what is surprising is not that the 
new policy has produced occasional pressure (notably during the savings 
‘“drives’’) but that the spasms have not been both violent and rapidly 
recurrent. 

This success has been attributable to a multiplication of the number of 
technical devices for giving relief and to a willingness to choose whichever 
seems best suited to the need of the particular moment, whether it be purchases 
of longer-dated paper than usual (with the subsequent corrective of official 
sales, such as those of last January) or purchases of shorts from the banks on 
condition that they in turn buy longer dates from the market. These, however, 
are devices of mainly ephemeral interest. Of much more fundamental 
significance is the fact that the “ special ’’ buyer, operating in a variety of 
ways, is now available to give relief on virtually every occasion—including 
the half-year-ends—on which assistance is reasonably needed. Moreover, the 
relief is sought on the initiative of the market, and is given on terms which 
involve no sacrifice. This is certainly a far cry from the days when the golden 
rule of central banking was that the “ lender of last resort ’’ should lend only 
on penal terms (except in the shuttings!) While the system endures, the 
question may well be asked, ‘‘ Of what significance is Bank rate ? ’’ At present 
the only discernible answer is that it is the rate which a clearing bank would 
pay if it wanted to re-discount a Treasury Deposit Receipt ! 


Hire Purchase Finance & Service 


For MACHINERY, PLANT, MOTOR VEHICLES, etc. 






The highly specialised services of Mercantile Credit Co. Ltd. are supple- 
mental to those of the Banks and financially supported by the Banks in 
generous measure. Bankers may unhesitatingly recommend Mercantile 
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Two Years of Public Relations 
By Arthur V. Barber 


It ts now rather more than two years since the Banking Information Service 
was established under the direction of Mr. A. V. Barber. In view of the great 
interest of this departure—the first organized attempt to explain the operations 
of the banking system and the viewpoint of the banks to the general public—we 
have asked Mr. Barber to review and comment on some of the chief activities of 
the Service to date, and this he does in the following article. 


N 1941, the idea was conceived that much good might ensue were a service 
Ji: be formed to interpret to the public, mainly through the medium of the 

Press, the practice and principles of banking. This was subsequently put 
into effect by five of the clearing banks and the thirteen Scottish banks in 
the inauguration of the Banking Information Service under the direction of 
the writer. Two years ago—in January 1942—intimation of this was con- 
veyed personally to representative gatherings of the financial Press. An 
outline of the objects of the Service was given, with a request to make it known 
in Fleet Street in order that its uses should be available to the general public 
The result was a considerable widening of contacts among dailies, weeklies 
and monthlies, including the trade papers. The Press, according a gratifying 
reception, welcomed this novel move as evidence against the accusation that 
banks “ love darkness better than light,’’ and its potential value was generally 
agreed. 

Diffidence should never be absent from new enterprise, but every endeavour 
has since been made to ensure that the Service fulfils the réle it set out to per- 
form. It was asked at the outset whether the Service would be available 
night and day; whether it would be interested in staff matters; whether 
statistical information would be available ; whether it would be dealing with 
formal bank announcements and other matters not only of technical but of 
human interest. Tentatively affirmative replies to all these questions, given 
at the time, have been justified in actual working. 

In general, experience has been that public interest in banking matters— 
news interest—is mostly topical. Also, of course, certain subjects emerge 
repeatedly at different times of the year, e.g. the Chairmen’s speeches and 
bank figures in January, banking hours in the spring and autumn, and other 
matters affecting the community, including bank staffs and their families. 
Topical subjects arise from the nation’s war effort : The handling of clothing 
coupons, the personal achievements of the staffs themselves serving in the 
Forces or carrying on the vital work of banking and, at the same time, serving 
in the Home Guard and Civil Defence and part-time factory work. All these 
activities come under review. 

It has been found that public interest is served by perceiving news value 
in various banking problems, and the Press can be relied upon to detect 
subjects of general concern not so readily apparent to the layman, as the 
following instance shows: In the spring of 1942, the Press were generally 
informed that many cases of loss and distress occurred through the practice 
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of sending remittances overseas by cheque rather than by instruction to th« 
banks themselves to remit by mail or telegraphic transfer. The matter was 
taken up with effect, not only in newspapers in this country but in the 
Australian, New Zealand and South African Press, for upon enquiry a year 
later it was gratifying to ascertain that no single instance of trouble had since 
been brought to the notice of one of the principal banks concerned. 

Occasionally the Service is invited to write for the Press on varying subjects 
The demand for utmost simplification of statement is usually necessary and 
was attempted in articles appearing in the Yorkshire Observer of October 4 
last (‘‘ Credit. . . You Trace it to the Cheque ’’) and at the request of the 
late Mr. Arthur Mee, in the C/ildren’s Newspaper of January 16, 1943 (“‘ What 
the Banks Do’’). As an instance of controversy, it is hoped that reference 
may not appear indelicate in the columns of THE BANKER to a crossing of 
swords with the Editor in the April and May 1942 numbers. Here the vexata 
guaestio was the extended use of cheques in these times. But as a general 
principle the main service to the Press is that of providing information on 
banking subjects, which is required as material for writing up of news, com 
mentaries and publications. 

Invitations are frequently accepted to give addresses or public speeches 
Among such occasions was a sane statement at the invitation of the London 
Liberal Federation at Grosvenor House on November 24 last on the con- 
tribution of banking to the nation’s invisible exports, under the chairmanship 
of Lord Leverhulme. 

Again, services are placed at the disposal of various Government offices, 
upon request, in connection with movements or “ drives’ of national im- 
portance, as, for example, the furnishing of details of the banks’ fuel economy 
and salvage of paper, metal, etc. Arising from this, an interesting channe! 
was opened into research regarding the preservation of documents of historic 
value in banking archives. Also, work has been undertaken for the National 
Savings Committee in the drive for inducing the public to invest their banking 
deposits in Government issues. The Service had much to do with a ceremony 
which took place at the Grocers’ Hall on March 3, 1943, when Mr. Colin Camp- 
bell, President of the British Bankers’ Association, presented a plaque to 
H.M.S. Rodney on behalf of London Bankers as a whole. The occasion com- 
memorated the adoption of the battleship by the London Banks during the 
1942 Warships’ Week. The then First Sea Lord, the late Admiral of the 
Fleet, Sir Du: diey Pound, and Rear-Admiral F. H. G. Dalrymple-Hamilton, 
formerly Captain of the Rodney, who took part in the proceedings, made 
extremely interesting speeches, the latter extempore, in which the sinking 
of the Bismarck was described vividly. These two speeches were obtained 
ind released to the Press. 

As was to be expected from its title, the Service, in becoming gradually 
better known, forms many contacts direct with the public. Practical questions 
on banking arrangements are posed, on occasion, by members of the American 
Forces on arrival in this country, who are quick to discover such an agency 
In the United States, public relations as a social service are far more taken 
for granted than they are here. Enquiries are received from time to time 
from the public on major or minor points, which, nevertheless, mean much 
to the enquirer, who is often under the mistaken impression that he should 
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not trouble his own banker. There is evidence, from the setting up of various 
organizations for the purpose, of a need for research centres for the use of 
Members of Parliament, and several of them are making a practice of referring 
to the Service on financial matters arising in Debate. 

A fruitful field of activity is that of endeavouring to counteract ill-informed 
criticism. A writer remarked regarding the Service at its inauguration, that 
‘one of the weapons in the armoury of those who attack the banks has been 
the accusation that information on banking is lacking.’’ While the banks, 
as is not generally recognized, are constantly adapting themselves to the chang- 
ing requirements of public need, though maintaining at the same time their 
honourable traditions, they are frequently under fire of ‘‘ reformers ’’ whose 
object is to undermine the banking system. 

It has often been said that “ dogs bark and the caravan passes on,” but 
barking dogs may be a nuisance in causing false scents to be followed by a 
public growing ever more conscious and critical of our social structure. 
Obviously, open-minded members of the public are liable to be deceived 
when cases are quoted, frequently untrue, as a foundation for false con- 
clusions that “ something is wrong,’’ and ‘“‘ something must be done,”’ to alter 
the present financial system. Hence the value of available information. 

Editors are often under pressure to open their columns to opinions ex- 
pressed by correspondents on such issues as “‘ creation of credit ’’ and ‘‘ costless 
credit.” An examination of the arguments that are put forward reveals that, 
for the most part, they are based on faulty information and are frequently 
repetitive. There can be no greater obstacle to clear thought than half-truths, 
and the fallacies of many anti-bank protagonists are essentially identical. One 
and all, they indicate failure to recognize the liquidity preference of the public. 
Chis, as economists know, varies from time to time, due to economic causes ; 
indeed, without it bank credit, itself of admitted value to the public, would 
never be possible. Hence a gap in thought open to confusion, despite the 
frequent citing of statements by authorities such as the late Mr. McKenna or 
Mr. R. G. Hawtrey, so often quoted out of context, or misquoted. Often, too, 
correspondence is prompted only too obviously by the disappointment of un- 
successful applicants for bank advances or from such who, having borrowed, 
cannot readily appreciate the limitations that must be imposed in the interest 
of depositors relating to security provided by borrowers, their ability to 
repay or their adherence to the terms arranged. 

The duty of this Service to the banks concerned should not be ignored in 
so far as it consists in keeping them informed regarding public opinion as 
revealed in the Press and elsewhere. A word is perhaps not out of place here 
in acknowledgment of the invariable courtesy and patience of members of 
the Press who perceive, as trained journalists do, when information is reliable 
and that there is a genuine desire to be helpful to them when working against 
pressure of time in fulfilling their important duty to the public. 

It will be seen that the work of the Banking Information Service is not 
concerned merely with the repudiation of public attacks. In practice, it does 
not seek to refute all unfavourable statements that appear here and there, 
but rather to augment the supply of positive information. Nevertheless, the 
public, or a large section of it, is critical, Banks are regarded as wrapped in 
mystery, because their functions and services to the public are either taken 
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for granted or else misunderstood. Mystery breeds suspicion as well as awe. 

Propaganda is a word which is capable of acceptance in various senses, 
but if it is true, as was once said, that the first axiom of propaganda is that 
only truthful statements be made, then the Banking Information Service 
may be regarded as an instrument of propaganda for the banks whose vital 
public interests it was organized to serve. 


Irish Banking in 1943 
By Professor G. A. Duncan 


EFERENCE to the table below shows the continuation of previous 
R trenas in the composition of Irish banking figures, though with some 

signs of slacking off. Notes in circulation increased by 16 per cent., 
against 29 per cent. in the previous year, and now stand at just over double 
the figure of September 1939. Current, deposit and other accounts expanded 
by 10 per cent. in each year, and now stand at 45 per cent. above the 1939 
level. Unfortunately, the banking statistics available do not yet permit 
the division of the total into “current accounts” and “ time ” or “ savings 
deposits.’’ Given, however, the concurrent decline in business activity and 
expansion of investments (including Government bills) by nearly £25 m., it 
is probable that nearly all, if not all, of the increase in deposits is in the latter 
category. 

BANKS IN THE TWENTY-SIX COUNTIES 
Including Central Bank of Ireland 





(September Quarter ; £ million) Business in the 26 Counties Business elsewhere 
1939 1942 1943 | 1939 1942 1943 
Capital, Reserves and Carry-forward 10.3 10.4 10.4 he 7.2 7.3 
Notes in circulation . . ; 16.1 25.1 29.8 4.0 it.3 $2.3 
Current, Deposit and other Accounts 114.4 140.0 162.6 42.4 59.3 04.3 
Cash, Money at Call and Short Notice 8.8 [2.3 14.6 16.6 41.1 42.7 
Bills (non-Government), Loans and H 
Advances .. 51.7 48.4 40.4 26.7 20.4 20.4 
Investments and Government Bills 1.0 11.4 $2.3 85.9* 124.4* 148.4* 
Excess of Sterling Assets .. = 60.3" 123.6" 134.5* | — -- a 


* Note: Understated by the difference between the total value of the gold, sterling balances 
and securities held by the Currency Commission or Central Bank, and the amount held in the 
Legal Tender Note Fund, which is equivalent in value to the Les gal fender Notes outstanding 


The drive for liquidity against note and deposit liabilities has somewhat 
eased, for while quick assets (including the gold held by the Central Bank 
as an external asset) have expanded by £3.9 m., their proportion to banking 
liabilities has fallen from 22 per cent. to 21 per cent. Loans and advances 
seem to have reached bottom in Northern Ireland, but have continued to 
contract in the twenty-six counties. Otherwise, no great diiierences are 
apparent between experience within the twenty-six counties and experience 
elsewhere. The outstanding feature continues to be the net accumulation of 
sterling assets : the excess of these over sterling liabilities increased by another 
Ig per ‘cent. to a point practically double what it was before the war. 

This situation is directly derived from the external trade of the twenty-six 
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counties. Although the year 1943 was disappointing, in that the slight 
recovery in value of foreign trade in 1942 was not maintained, and the volume 
of both imports and exports sank to new low levels, yet the relationship 
between export values of all kinds and import values sufficed to keep on 
building up foreign (i.e. sterling) credits. The latest estimate of the current 
balance of payments on international account is that for 1942, published in 
the Irish Trade Journal of September 1943. It indicated a strong creditor 
position (on the known items) for 1941 and 1942, contrasted with the equally 
strong debtor position of earlier years, and there is no doubt that 1943 will 
reproduce 1941 and 1942 when the details become available. 

Four of the first ten months in 1943 showed an export surplus, and the 
total over the ten months is an almost exact balance of imports and exports 
at {21 m. each. Even in value this represents a level of export running at 
some {600,000 a month lower than in 1942, and even such maintenance is 
largely a price phenomenon. Export prices rose another 15 per cent., to a 
point 80 per cent. above 1930 levels, while the volume of exports fell another 
26 per cent. below that of 1942, to a point scarcely more than half of pre-war. 
The story of imports is similar, falling in value 30 per cent. and in volume 
31 per cent. below 1942, to a point scarcely a third of the pre-war level. The 
slowing down in the increase of import prices has enabled the terms of trade 
to turn once more in a direction less unfavourable to the twenty-six counties. 
At the beginning of the war the ratio characteristic of the period before the 
Economic War had been almost re-established; the deterioration which 
then set in lasted until the early part of 1943, when the export-import price 
ratio had fallen to about 88 per cent. of the 1930 ratio; it has since then 
recovered slightly. Under wartime conditions it is still impossible to indicate 
the composition of the aggregate volumes of imports and exports. 

The principal item in domestic production and exports continues to be 
agriculture. The estimate of the agricultural output for 1942--43 is now avail- 
able in the Trish Trade Journal of December 1943. It has been a disappoint- 
ing year, but perhaps better than could have been previously anticipated, 
in view of the difficult circumstances. An acceleration took place in the 
decline in the volume of production, which has been going on for many years, 
and it fell to only 89 per cent. of the peak year, 1929-30. (This includes 
turf ; if it be excluded, the decline is noticeably greater.) Government policy 
and the exigencies of war have produced an expansion in the output of crops, 
especially grains. Grain production in 1942-43 amounted to 468,000 tons, 
\gainst 208,000 in 1929-30 ; the other crops recorded produced 1,305,000 tons 
against 1,082,000 (not including feeding-stuffs fed to livestock on farms in 
either figure). These quantities are, however, valued at treble the sum of 
money. During the past year Compulsory Tillage Orders have been made 
even more stringent. The increase in crops has been more than balanced by 
a 21 per cent. fall in livestock and livestock products—the principal sufferers 
being butter, wool, hides, bacon, poultry and eggs. Yet this fall in volume 
has been accompanied by an increase in total value from £62 m. in 1929-30 
to {86 m. in 1942-43, the prices of agricultural produce having risen 8o per cent. 
over the pre-war levels. Two indications of some interest in relation to the 
changing character of agriculture are the fall in the expenditure upon animal 
feed, fertilisers and seeds from {10 m. in 1929-30 to £2.60 m. in 1942-43 (at 
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ereatly enhanced prices), and the increase in the proportion of the total output 
directly or indirectly consumed on farms from 27 per cent. to 41 per cent. 
in the same period. 

The census of industrial production (transportable goods only) continues 
to be taken annually, and the results published in the Irish Trade Journal. 
A quarterly index covering the same limited field of production is now also 
carried by the same journal. The reports are complete for 1942, and the 
index carried up to September 1943. The more pessimistic expectations enter- 
tained at the beginning of the war about the contraction of domestic industry 
through the loss of foreign materials and semi-processed goods have for- 
tunately not materialized, ‘aad it is generally recognized that efforts to procure 
the essential goods have been sympathetically met by the U.K. There has, 
however, been a sensible contraction, the three quarters of 1943 running only 
at 80 per cent. of the 1936-38 levels, and a little lower than in 1942. This 
contraction is, however, much less than might reasonably have been expected, 
and, judging by the figures of “ net output,’’ has not been accompanied on 
balance by any loss of money income to industrialists and their employees 

(that is, those remaining in employment). Naturally, some industries have 
been forced or enabled to expand (e.g. aerated and mineral waters; fell- 
mongery and leather ; woollens and worsted ; sugar confectionery, jam- 
making, etc.). 

The consequent unemployment has therefore been less than expected, 
and, moreover, continues to be relieved by emigration on a considerable 
scale to the U.K. After rising without intermission from 1935 to 1yq41, the 
number of applicants for benefit under the Unemployment Insurance Acts 
turned downwards in October 1942, and continued its downward trend strongly 
through September 1943. All the other indices of unemployment and distress 
show the same downward tendency (e.g. the number of persons in receipt of 
home assistance under the Poor Law). The reconciliation with the decline 
in employment lies in the outward flow tothe U.K. The necessarily incomplete 
figures (movement by sea only) show a loss of 33,000 persons during the first 
nine months of 1943, against 31,000 in the same period of 1942. The true 
figure for each year as a whole is greatly affected by the Christmas flux and 
reflux : e.g. in December 1942 there was a net inflow of 12,800, more than 
balanced by a net outflow of 13,100 in January 1943. 

All the important price indices have continued their upward movement. 
Export, import and agricultural prices have already been mentioned. The 
cost of living index has been running 35 points above 1942, when it was already 
40 per cent. above pre-war. This index cannot show the whole picture, as 
it cannot take account of the complete disappearance of cheap foodstuffs 
(e.g. margarine), and the almost complete disappearance of things like pararfin 
and candles, which are relatively of much greater importance to the poor. 
The most unhappy thing about the way in which the price-and-scarcity pattern 
has developed in the twenty-six counties has been its diiferential incidence 
on the poor. A casual visit from the U.K. may leave the impression that 
the country is not too badly off—the visitor who can pay for them can get 
his bacon, eggs, butter, meat, wine, etc.; but there is no cheap food, fuel 
or clothing for the general population. Nor has the money-income of the 
wage-carner expanded in the same way as in the U.K. 
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Life Assurance in 1943 


(By a Correspondent) 


N many ways, 1943 was a year of marking time for life assurance companies 
The most serious of war-time problems had been overcome—or at any rate 
a working solution had been achieved—whilst post-war problems were 
little more than a cloud upon the horizon, except, perhaps, in managerial 
preoccupations. This is not to suggest that the year was free from difficulties. 
Indeed, the problem of depleted staffs alone demanded constant attention 
in order to prevent too great a falling away from the high standard of service 
to which the public has become accustomed. Following the recommendations 
of the Kennet report, published in the latter part of 1942, the withdrawal 
of staffs continued, on the lines already adopted, to a point at which a drastic 
reduction in the amount of new policies issued was anticipated. 
As will be seen from the table on page 146, this reduction has not 
taken place. Indeed, some improvement was shown over the previous year, 
and forms very satisfactory ev ide nce of the popularity of this form of thrift. 
From a national point of view, it is worthy of consideration whether facilities 
for the issue of life policies should not be extended, as an adjunct to the 
National Savings effort, for this is probably the most effective means of securing 
a regular withdrawal of purchasing power from current demand. In addition, 
this form of thrift is largely free from the drawback inherent in most others, 
that an appreciable part of the savings effort may be nullified by the subsequent 
encashment of the Savings Certificates. 
It has indeed been a feature of war-time experience that business has shown 
a markedly greater stability. This is particularly true of industrial assurance, 
where the amount of business discontinued has long been a matter of concern 
to managements, and of not a little outside criticism, based frequently on an 
imperfect understanding of the facts. In a reply to criticisms of the business 
expressed in the Beveridge Report and elsewhere, recently issued by the 
industrial assurance companies, they point out that the prime cause of 
excessive “ lapsing ”’ is, in their opinion, social insecurity and not over-selling, 
as is alleged by their critics. This is supported by the fact that the virtual 
elimination of unemployment in war-time has had the effect of reducing 
lapses by nearly two-thirds. They also point out that, in the majority of cases 
lapses do not involve the policy-holder in any real loss, in view of the generous 
terms on which fully-paid policies are granted, and the life assurance cover 
—continuing for some weeks after cessation of premiums—given in case of 
early lapse. It is perhaps a most fruitful source of misunderstanding that 
many persons effecting life assurance policies tend to think of them as a variety 
of savings bank deposit, and fail to realize that cover against the risk of death 
must be ‘paid for as surely as cover against the destruction of property by fire. 
The remarkably low level of war casualties (by comparison with 1914-18) 
continues to be reflected in mortality experience as revealed by chairmen’s 
comments on the 1942 accounts. Claims directly resulting from war causes, 
while appreciable in amount, were not such as seriously to atiect the companies’ 
position, and were ofiset to some extent by a remarkable improvement in 
general vitality. Indeed, one company was able to announce that in 1942 


we rere 


A 


a 





its cl 
than 
mort 
be s' 
achi 
sulp 

f 
coul 
pref 
pay! 
beco 
a fa 
for ¢ 
10S. 
is m 

] 
well 
has | 
at | 
ant 
dire 
witl 
excl 
The 


dim 


enti 
The 
is I 
con 
bal: 
are 
wh 
inc 
ann 
are 


pro 
ae 


pro 
ter! 
ret! 


on 
of 
of « 
cor 
to 
ter 








LIFE ASSURANCE IN 1943 145 








eT 


its claim experience, even after bringing war deaths into account, was better 
than anticipated by the table used in valuation, which was based on the 
mortality of the years 1924/9. Credit for this remarkable result must no doubt 
be shared between the Ministry of Food (for its rationing policy), and the 
achievements of the medical profession, such as the development of the 
sulphonamide drugs and penicillin. 

At the outbreak of war, the outlook so far as civilian war risks in this 
country were concerned was so obscure that few, if any, companies were 
prepared to grant even this restricted war cover under new policies except upon 
payment of a substantial additional premium. These terms have, however, 
become p-ogressively more generous, and in the jatte: part of the past year 
a fairly general reduction in quotations took place. As a result, war cover 
for civilians in this country can generally be obtained for an addition of 5s. or 
10s. per cent. to the tabular premium, and in some cases no charge at all 
is made where policies are issued with participation in profits 

3efore discussing in detail the new business results of the year, it will be 
well to point out that the total of new sums assured effected during the year 
has definite limitations as an index of the progress of the business, although it is 
at present the best index available. During the last twenty years or so, 
a number of developments have taken place with the object of meeting more 
directly, and at minimum cost, a number of common needs for protection, 
with the result that many offices’ new business no longer consists almost 
exclusively of straightforward whole life and endowment assurance policies 
There are four new classes of contract, in particular, that have attained such 
dimensions as to be worthy of special mention. 

The first three may be taken together, since, although designed to meet 
entirely different circumstances, each is, in effect, a temporary assurance. 
The tollowing are the details of these schemes. Under the first, an arrangement 
is made between an assurance company and a building society, whereby the 
company will issue a policy providing for the repayment of the outstanding 
balance on a house-purchase loan if the borrower should die before repayments 
are complete. The second scheme involves a contract supplementary to a 
whole-life or endowment assurance policy, which } rovides for a temporary 
income to continue from the policy-holder’s early death until the twentieth 
anniversary of the issue of the policy. The many variants of this contract 
are the so-called ‘‘ Family Income ”’ policies, and are a very cheap form of 
protection to cover the period before children become self-supporting. Thirdly, 
a “ group assurance ”’ contract, which is usually issued to an employer and 
provides life assurance cover to each of his employees. This is on a renewable 
term basis, and the cover ceases when the employee leaves the service and 
retires. 

Since cover is only temporary, the premiums charged are in all these cases 
on a much lower scale than for the older types of policy, and the inclusion 
of this business will inflate the totals to a considerable extent. The practice 
of offices in this respect varies, and accordingly their totals may not be strictly 
comparable. In the case of the Legal & General and the Standard, separate 
to als are published, and the new business totals for 1943 include decreasing 
term and group assurance to the extent of £6,500,000 and £ »40,000 respectively 

The fourth class of contract mentioned above is a ‘“ Group Pensions ” 








I. COMPANIES TRANSACTING ONLY ORDINARY 


Proprietary Companies 


Clerical, Medical & General 
Equity & Law 

Life Association of Scotland 
Scottish Life. . 

Sun Life 


Mutual Companies 


Fquitable Life 
London Life 
National Mutual 
National Provident 
Norwich Union 
Provident Mutual 
Scottish Amicable 
Scottish Equitable 
Scottish Provident 
Scottish Temperance 
Scottish Widows 
Standard Life 
United Kingdom P rovident 
University Life 


Il. COMPANIES TRANSACTING BOTH ORDINARY AND INDUS 


Blackburn 
Britannic 
Co-operative 
Liverpool Victoria 
Pearl 
Prudential 
Refuge 
Royal London Mutual 
Wesleyan & General 
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HOME OFFICES 
Net sums 
assured 
in 1943 


f 1,285,000 
439,073 
501,574 
729,000 


10,453,000 


1,854,000 
701,000 
547.573 

+710,000 
9,500,000 


845,000 
1,245,180 
626,196 
2,028,000 
3,534,000 
1,763,796 
94,6081 


4,229,261 
4,450,000 
2,287,623 
6,710,360 
$24,500,000 
6,001,359 
2,952,925 
1,275,270 


Increase (+) or Decrease (—) 
as compared with 


1942 


Lire BUSINESS 


+ 174,436 
190,413 
=e 39,592 
zg 22,375 
+ 1,070,949 


+ 838,000 


+ 175,591 
+ 8,427 
+ 38,126 


+ 2,055,144 
§ (1,519313) 
+ 212,861 


§ (458.739) 


+ 120,086 
a 35,595 
— 108,752 
+ 532,968 
+ 384,501 
_ 2,616 


§ (210,000) 
— 250,787 
+ 1,265,838 
7. 1,447 
— 1,359,459 
+ 1,700,000 
— 1,025,187 
— 371,250 
—_ 42,057 


1938 
4 


— 1,380,301 
— 3,072,833 
— 1,219,527 
— 1,557,749 


——I11,206,050 


— 174,918 
— 1,939,913 
—— 394739 
— 1,337,174 
— 2,255,700 


§ (3,236,712) 


— 1,286,076 
§ (1,836, 395) 
— 1,913,339 
— 943,463 
— 3,212,530 
-—— 5,3125.,539 
— 3,352,594 
— 245.444 


TRIAL LirgE BuSINESS 


§ (341,300) 
+ 506,540 
+ 1,181,386 
— 1,283,972 
— 1,520,150 
— 3,524,990 
— 1,893,019 
— 2,573,128 
— 222,852 


III. COMPANIES TRANSACTING BOTH LIFE ASSURANCE AND GENERAL INSURANCE BUSINESS 


Alliance 

Atlas 

Beacon 

British Equitable 
Caledonian 
Commercial Union 
Eagle Star 


Friends Provident & ‘Century 


General Life .. 

Gresham Life 

Guardian a 

Law Union & Rock» 

Legal & General 

Liverpool & London & G lobe 
London & Scottish .. 
London Assurance 

Mutual Property 

National larmers’ Union 
North British & Mercantile 
Northern 

Phoenix 

Royal 

Royal Exchange Pe: 
Scottish Union & National 
Yorkshire 


t Approximate. t Not yet available. 


(COMPOSITE COMPANIES) 


1,210,000 
3,247,000 
872,533 
499,445 

T 1,136,000 
4,597,233 
14,309,517 
2,148,341 
901,903 

¢ 2,610,000 
1,340,000 
1,679,245 
$10,021,667 
t1,320,000 
562,723 
1,750,000 
055,144 
1,900,051 
2,237,097 
953,539 
2,050,755 
12,743,000 
2,112,951 
692,200 

f 1,500,000 


§ Actual totals { 


— 191,180 
+ 553,554 
+ 25,912 
— 22,313 
+ 249,752 
+ 454,391 


+ 1,002,099 
+ 220,095 
397,751 

+ 387,238 
— 237,023 
+ 4,438 
— 1,289,916 
+ 55,481 
— 190,931 
i 139,200 
+ 52,032 
— 305,050 
— 150,973 
— 55+747 
55,058 

t 75,241 
— 102,921 
— 78,412 
-— 59,416 


— 2,995,415 
— 795.720 
— 415,513 
— 479,785 
— 966,749 
— 1,094,087 
+ 3,990,559 
— 505,908 
— 1,709,107 
— 1,205,391 
— Bsr 
— 1,132,22 

— 6,543,487 
— 1,531,415 
— 1,025,051 
-—— 920,191 
_ 35,008 
+ 223,594 
— 3,059,230 
—_ 827,077 
— 2,550,317 
— 2,433,°71 
— 2,245,648 
— 1,547,102 
— 1,529,741 


or 1938 and 1942 respectively. 
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contract, often issued in conjunction with a group assurance policy, and 
providing pensions to a group of employees. Such a contract involves a very 
substantial amount of deferred annuity business, but is usually excluded from 
the new business total. Where a company is transacting a large volume of 
this business, this practice may give an extremely false impression of the scope 
of its operations ; the Eagle Star has met this difficulty by expressing its 
deferred annuity business in the form of sums assured (presumably the value 
at date of retirement of the pensions provided for), and including them in 
its new business total. The total of some £14,000,000 shown for this company 
includes, therefore, £9,872,930 representing deferred annuities of {£847,761 
per annum, and is thus not comparable with the totals of companies which do 
not adopt this practice. 

Complete figures of deferred annuities issued under group pensions schemes 
in 1943 are not available, but the following figures already published give some 
indication of the social importance of this branch of life assurance activities : 


DEFERRED ANNUITIES ISSUED IN 1943: 


Equitable .. ae wea .. £325,000 per annum 
Eagle Star .. as = id £874,761 ,, ne 
Standard ade ae ane mi £407,000 ,, se 


Turning to the actual new business for the year, the table of results is 
once again given in the form adopted two years ago, in order to bring out 
differences resulting from different types of organization of the offices. Once 
again, the variation in the experience of the various groups can be clearly 
traced. The comparison with the results of 1942 shows a markedly uneven 
movement, some offices reporting very substantial increases, while in other 
cases equally substantial decreases are shown. A number of these results 
may be due to special circumstances affecting individual offices, but in the 
main they probably represent various degrees of vulnerability to the with- 
drawal of staffs to national service. The purely life offices, thanks in the main 
to the results of the mutual companies, are the only group to show any marked 
improvement over the preceding year, their aggregate new business having 
improved by some Ig per cent. It has, however, been pointed out in previous 
years that, owing to their type of organization, they have been more severely 
hit by war-time conditions than offices which were compelled to maintain a 
field staff for other classes of business, and the present improvement represents 
a recovery from an earlier very low figure. The following table is of interest 
as showing the progress of the various groups over the past four years : 


INDEX OF NEW BUSINESS RESULTS 
(1938 = 100) 


Type of Office 1938 1940 1941 1942 1943 
Purely Life “<i été ae 100 42 38 44 52 
Industrial .. ee is its 100 59 80 85 85 
Composite .. ies aie és 100 50 58 65 68 
Dominion (U.K. business) - 100 07 78 79 86 


It is evident from the table that the industrial offices, which have in the 
past few years shown remarkable improvements from the low results of the 
oneny war years have, in the past year, not equalled the improvement shown 

by the other groups, their aggregate new business bei ing practically the same 
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as in the previous year. This was not, however, the case with all individual 
offices, which have reported results remarkable for the wide divergence between 
increases and decreases. It is probable that the results of a number of offices 
were affected by the controversy over the Beveridge Report, which was at 
its height in the early part of the year. Had it not bee n for this, these offices 

might well have shown another year of substantial increases. Amongst 
individual offices, the Equitable Life and the Norwich Union (both mutual 
companies), and the Co-operative and Prudential (both industrial companies), 
report exceptionally good results. 

The composite companies have in the past year more than maintained the 
satisfactory improvement recorded in 1942, their aggregate figures representing 
some 102 per cent. of their 1942 results. The outstanding result in this table 
is the total of over {14,000,000 (nearly £4,000,000 in excess of 1938 figures) 
achieved by the Eagle Star. As has already been pointed out, this increase 
largely represents deferred annuity business, and while it is a real index to 
the extremely satisfactory results achieved by this particular company it 
destroys to some extent the comparability of the figures. Good results were 
also reported by the Atlas, Caledonian, Commercial Union and Gresham Life. 

The following table sets out the results of the Dominion offices operating 
in this country, so far as they are available at the time of going to press 
Although these companies write very large amounts of new business throughout 
the world, only a small proportion of their aggregate totals is derived from the 
United Kingdom. Even so, they represent by no means a negligible proportion 
of the United Kingdom market, for even in wartime they have consistently 
secured more than {10,000,000 of new business yearly in this country. While 
complete figures for 1943 are not available, it is of interest to note that their 
United Kingdom business for 1942 represented some ror per cent. of their 1941 
business. 


Total Sums Assured U.K. Business 


1943 1942 1943 1942 
£ £ £ 4 
Australian Mutual Provident ; =F 20,662,439 17,808,638 t : 
Canada Life : . 11,212,436 9,940,424 1,560,863 1,227,557 
Colonial Mutual ( Austr: ilia) e na 7,735,594 7,009,000 1,453,298 1,492,000 
Confederation Life (Canada) .. ee 11,514,000 11,031,154 1,207,000 1,340,903 
Crown Life of Toronto .. wa ee *9,287,788 7,087,241 ; 8 
Imperial Life of Canada _ oe 7,223,000 6,776,000 348,398 277,62 
Manufacturers Life of Canada .. ag 17,010,963 14,372,163 z ; 
Mutual Life and Citizens of Australia .. t ; ; Z 
Nat. Mutual of Australasia ea se 10,439,533 7,083,902 ; z 
Sun Life of Canada es - «+ 44,020,804 41,045,194 5,855,199 5§,255,09 
* Gross. + Approximate. ¢ Not available. 


This review of the results of the British offices’ operations in 1943, both 
considered as a whole and individually, leaves an impression of remarkable 
stability and adaptability to exceptional circumstances. No doubt great 
demands will be made upon them when they are called upon to play ‘their 
part in the restoration of peace-time prosperity, but there is no reason to doubt 
that, as was the case after the 1914-18 war, they wiil be found to have 
consolidated their position and resources in order to meet these demands. 
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Reconstruction Forum 
(ii) Electricity Supply 


N January 1942, the House of Lords debated a motion submitted by Lord 

Reith concerning the “ future constitution, control and management of the 

essential industries.”” Replying to the debate on behalf of the Government, 
the Minister of Works and Planning stated that: “‘The Paymaster-General is 
looking into the matter of electricity and will report in due course to the 
Ministry of Fuel and Power. He is examining the reorganization question of 
electricity from these main points of view: (I) to secure a better diversity 
of load ; (2) to secure a greater standardization of voltage ; (3) to work toward 
a uni‘ormity of charge throughout the country; (4) to adopt a common 
policy with regard to development ; (5) to put the best engineering advice 
at the disposal of all distributors.”” Shortly afterwards, the Minister of Fuel 
and Power invited the electricity supply industry to submit its views on the 
points raised in the debate and other allied questions concerning the future 
o the industry. 

Three separate memoranda, recommending widely different approaches 
to post-war reconstruction, have been drawn up in response to that request 
and all have now been published. The first of these to appear was that of the 
Incorporated Association of Electrical Power Companies, published at the 
end of November last. This sets out the cases for the privately-owned com- 
panies in the light of past progress. Whilst expressing the view that there 
is no urgency for immediate legislation affecting electricity distribution, 
it argues that any reconstruction should be based on one of the alternatives 
recommended by the McGowan Committee, namely the formation of larger 
and more economic units by “ the retention and utilization, where possible, 
of the larger and more efficient of the existing undertakings (both public 
authorities and companies) and the absorption by such undertakings of the 
smaller and less efficient undertakings.” 

At the other extreme is the Supplemental Memorandum to be considered 
at a meeting of the Incorporated Municipal Electrical Association on March 16, 
which recommends that “ in all cases where local authority rights mature, the 
undertaking should be transferred to public ownership as soon as practicable.”’ 
Intermediate between these opposing recommendations are the proposals of 
the Joint Memorandum drawn up by a conference at which all sections of the 
industry were represented, though the precise degree of support which this 
memorandum commands within each of the various groups has yet to be seen. 

The conference which produced this joint memorandum represented an 
attempt to arrive at a unanimous set of proposals for submission to the Ministry, 
notwithstanding the various cleavages within the industry. Some of these 
overlap the major division of the industry into company and municipal 
undertakings respectively: for example, there is in many respects a com- 
munity of interest between large undertakings and small undertakings re- 
spectively, regardless whether these are in private or municipal ownership ; 
and there may be a divergence of interest on some points between private 
undertakings subject to purchase by local authorities and those endowed with 
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rights in perpetuity. Given this absence of homogeneity, it was inevitable 
that the joint memorandum should be very much of a compromise document, 
though it it progressive in outlook and makes many useful proposals. One 
especially welcome feature is the stress placed upon the value to the consumer 
of competition between electricity and other fuels. There is no evidence, it is 
pointed out, that competition is anything but a stimulus to the fuel industries 
and a guarantee of progress from which the public derives increasing benefits ; 
by its removal, consumers would lose the freedom of choice which they now 
enjoy. 

So far as electricity distribution is concerned, it seeks to bring about an 
improvement in efficiency by “ organized co-operation ’’ without drastic 
changes in organization. Instead of the immediate formation of regional units 
by the consolidation of existing undertakings, the joint memorandum pronoses 
the division of the country into distribution areas by the Electricity Com- 
missioners, these areas to be sufficiently large to include extensive rural! and 
urban districts with a wide diversity of loads. Permanent committees, pro- 
viding representation for the various sections of the industry, would be 
established in each area. The Area Committee would act in an advisory 
capacity, making recommendations which the Electricity Commissioners would 
confirm or reject after an examination of all material evidence, if any interested 
party should apply for a local enquiry. The chief purpose of the Area Com- 
mittees would be to co-ordinate the development of supply within their areas 
To this end, they would make recommendations to ensure greater efficiency by 
eliminating any duplication of powers, or by the inter-connection of the 
systems of adjoining undertakings, by standardization of voltages or by the 
establishment of central purchasing agencies. 

There is no doubt that a great deal could be achieved by technical and 
non-controversial measures of this kind. Where this approach to the problem 
would stop short, of course, would be at the actual elimination of uneconornic 
units, especially—for political reasons—on the municipal side. This funda- 
mental question of ownership is in fact shelved by the proposal that it should 
be decided on the circumstances of each particular case by the Electricity 
Commissioners, acting on the recommendations of the Area Committee. In 
case of an amalgamation or acquisition of an undertaking other than by the 
actual consent of the parties concerned, an undertaking would have the right 
of appeal to the Minister of Fuel and Power, whose Order would in turn be 
subject to the approval of Parliament. 

This ad hoc procedure would be very much in accord with British tradition 
and over a period might well achieve better results than any attempt at a 
more drastic reorganization on the basis of a single nation-wide plan. While 
it is compatible with the national interest, moreover, there is no obvious 
reason why it should not be acceptable to all sections of the industry if it were 
the only set of proposals in the field. Unfortunately, as we have seen, this 
is not the case. It has not been publicly stated whether the section of the 
I.M.E.A. responsible for the Supplemental Memorandum, or the group ol 
Power Companies which decided that no further purpose would be served by 
cont nuing negotiations at the joint conference, were the first to take the 
initiative in drawing up an independent memorandum. What is certain is 
that these two memoranda must be regarded as a reply to each other. 


a ge 





insi 
intr 
it i: 
for 
me! 
pro 
hav 
effic 
the 
ope 
tha 
pre: 
Ele 
be | 
unv 
give 
pos 
ing 


shot 
7 


oth 
own 
a ce 
mit! 
lenc 
poli 
und 
It is 
an « 
caus 
area 
the 
righ 
whi 
that 
(c) 1 
thei 
of I 
of, c 
of p 


with 
tion 


they 
Own: 
Men 
the i 





~~ 


— 





ELECTRICITY a SUPPLY 151 





The keynote of the Supplemental Memorandum, as already noted, is the 
insistence upon public ownership. This is given a different meaning, however, 
in relation to generation and distribution respectively. ‘‘ Unlike distribution,’ 
it is ws “the generation of electricity by large units is essentially a matter 
for pub lic control.”” The memorandum recognizes that the existing arrange- 
ments ‘“‘ have operated reasonably well and in recent years substantial im- 
provements in the average generating efficiency for the country as a whole 
have been achieved.”” It goes on to argue, however, “‘ that the maximum 
efficiency of generation and the lowest possible costs cannot be attained unless 
the complete responsibility for planning, construction, development and 
operation are vested in one competent body. It is recommended, therefore, 
that, subject to suitable protection for the owners, all generating stations at 
present owned by authorized undertakings be transferred to the Central 
Electricity Board.”’ To nationalize generation in this way would obviously 
be unacceptable to the private Power Companies. But it would be equally 
unwelcome to the larger municipalities whose status as “ selected stations ’ 
gives them certain advantages under the 1926 Act. On this side of the pro- 
posals, therefore, there is a double controversy : not only whether all generat- 
ing stations should be publicly owned, but also whether public ownership 
should be interpreted as nationalization. 

When the supplemental memorandum is dealing with distribution, on the 
other hand, public ownership is regarded as synonymous with municipal 
ownership. Indeed, it is explicitly argued that “a local authority is already 
a central body administering many essential public services, and it is sub- 
mitted that the distribution of electricity (as distinct from generation) readily 
lends itself to this form of development and control.’’ As already noted, the 
policy proposed is that in all cases where local authority rights mature, the 
undertaking should be transferred to public ownership as soon as practicable 
It is recognized, however, that if a local authority were permitted to exercise 
an option to purchase part of an existing undertaking, this would tend to 
cause the severance of mains and the breaking up of economic distribution 
areas. Asan alternative to immediate purchase ‘when rights mature, therefore, 
the memorandum recommends “ (b) the temporary suspension of purchase 
rights until the maturing date of purchase of any neighbouring undertaking 
which will jointly form an economic distribution area, and the purchase at 
that date by a single local authority or a joint board of local authorities, or 
(c) the equation of the dates of purchase of neighbouring undertakings and 
their transfer on the agreed date to a single loca i authority or a joint board 
of local authorities.” It is further proposed that where the distribution rights 
of, or to be acquired by, a local authority or a joint board are within the areas 
of power companies, the rights and assets of the Power C ompany should also 
be purchased and transferred, in order to eliminate dual rights of supply 
within the area. This is a more far-reaching proposal, since it raises the ques- 
tion of companies with rights in perpetuity. 

I'rom the viewpoint of efficiency, the drawback to these proposals i is that 
they would leave untouched the small undertaking already in municipal 
ownership. And, in spite of an observation to the contrary in the Joint 
Memorandum, it seems to be well established that the greatest advance in 
the industry’s efficiency is to be looked for not in such technical matters as the 
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standardization of voltages (attainable under almost any form of organization) 
but in a drastic reduction in the number of authorized undertakers. There are 
doubtless individual exceptions to the principle that small scale is incompatible 
with maximum efficiency. But this is certainly true of a large proportion of 
the existing units, still numbering nearly six hundred, both on the company 
and municipal sides of the industry. The nearest that the Supplemental 
Memorandum comes to recognizing the need for the consolidation of small 
units is in the reference to joint boards of local authorities, a form of organiza- 
tion which has not been outstandingly successful in other fields. By insis‘ing 
upon public ownership above all else, and by identifying public ownership 
with municipal ownership, the proposals of the Supplemental Memorandum 
would inevitably slow down the rationalization of the industry on the dis- 
tributive side. 

The reverse would be true of regionalization on the McGowan basis, under 
which the efficient undertakings would absorb the less efficient, whether private 
or municipal, as advocated by the Power Companies. In some cases this 
would involve the absorption of small municipal units by large company 
undertakings, though whether the area of- municipal ownership would in 
consequence be reduced or extended would depend on how far such amalgama- 
tions were offset by the absorption of small companies by the larger muni- 
cipalities. If on balance the effect were to restrict the area of municipal 
ownership, this would in any case be only temporary, since one of the McGowan 
recommendations provided for the ultimate public ownership of all under- 
takings, including those not at present subject to purchase by local authorities. 
At the end of a prescribed period, not exceeding fifty years, undertakings 
would become subject to purchase on the basis of capital expenditure less 
depreciation. Throughout this transition period, however, the public would 
have the benefit of the economies resulting from the formation of strong 
regional units. 

Choice between these various alternatives must necessarily depend on 
the importance attached to public ownership. Though there is a large body 
of opinion in this country which favours public ownership of all public utilities 
for its own sake, that is a purely political attitude. The only economic argu- 
ment for this course would be some evidence that such a change of ownership 
in itself would be calculated to promote better service or a lowering of prices. 
On the latter score, it must be remembered that the industry is already subject 
to public control in the form of sliding scale provisions relating dividends 
paid to prices charged to the consumer. On the score of efficiency in general, 
there seems no reason to suppose that the company side as a whole need fear 
comparison with the municipal side as a whole. From the data as yet published, 
however, it is difficult to arrive at any hard and fast conclusion on this point 
On the one hand, the fact that over 18 years (1921-22 to 1939-40) the average 
price per unit was reduced by 60 per cent. might in theory reflect nothing more 
than the rapid lowering of costs to be expected in any comparatively new and 
rapidly expanding industry. On the other hand, figures purporting to show 
that the average prices of municipal undertakings are lower than those of 
private companies do not take into account differences in density of population 
of the area served. By definition, a municipal concern must be centred on an 
urban area, whereas the power companies supply an area aggregating 88,745 
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square miles, covering two-thirds of England, Scotland and Wales and con- 
sisting to a large extent of rural areas. Since the municipal undertakings 
represent 60 per cent. of the industry and supply, by elimination, only one- 
third of the total area, there is a clear presumpton that their prices should 
on the average be lower. It is important to compare like with like. The 
McGowan Committee, at any rate, stated that they were satisfied that most 
of the holding company groups have operated efficiently. 

It is to be supposed that even those most enamoured of public owner- 
ship would not wish to subordinate to this objective the most rapid advance 
attainable towards maximum efficiency. In this case, they would probably 
cast about for some reorganization on the basis of public ownership other than 
that suggested in the Supplemental Memorandum of the I.M.E.A. The 
obvious choice on these lines would be the alternative considered by the 
McGowan Committee, namely the setting up of regional boards to buy out 
all the existing undertakings. In this case, due weight should be given to the 
contention of the power companies that the few public corporations already 
established in this country “‘ have not been in existence for a long period and 
experience so far has shown that the benefits foreshadowed by their promoters, 
including lower charges, have not in all cases materialized. . . . Further, the 
public corporations already in being are monopoly undertakings, and this 
monopoly quality was the principal reason for their establishment. The 
electricity supply industry, although closely regulated by statute in many 
respects, is by no means a monopoly, being in keen competition with coal, 
coke, gas, oil, waste-heat plants and private electricity generation.”’ Finally, 
from the point of view of the stockholder, it should not be necessary to point 
out the objections to public control without public ownership, where private 
shareholders are left to carry the financial risks of a concern over whose 
direction they no longer have any effective control. 


THE total funds of the Trustee Savings Banks on November 20 last amounted 

to {521.9 millions, an increase of over £75 millions on the year. This was 

partly due to an increase of over 320,000 in the number of 

Trustee accounts, raising the total accounts above the 5,000,000 

Savings mark. Taking into account also sales of Savings Certificates 

Banks and tap issues, the direct contribution of the Trustee Savings 

Bank to the national finances during the 1942/3 savings 

year was nearly {93 millions, making a total of nearly £273 millions since 
the commencement of the War Savings Campaign. 
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J . e 
Gold and Silver in India 
By Paul Einzig 

i. HEN the authorities decided late in 1943 to intervene in the Bombay 
V \ bullion market, their decision met with almost universal approval. 
The policy of official gold sales was welcomed with particular en- 
thusiasm in quarters favouring a return to the full pre-1914 gold standard, 
with coins in circulation. They regarded the new move in India, and the almost 
simultaneous decision to adopt the same course in Egypt, as an indication 
that official quarters in London have come round to their way of thinking, 
and that the policy of re-distributing gold stocks among the public would 

eventually be adopted in the West as well as in the East. 

It need hardly be pointed out that the intervention was in reality dictated 
simply by the necessity of counteracting the disturbing economic trends 
brought about by war conditions in the countries concerned. Both in India 
and in Egypt, currency inflation assumed more considerable proportions than 
in the Western countries, owing to a lack of that economic discipline which 
has enabled the Western countries to adopt a system of deficit finance with 
impunity. In the more primitive countries of the East, it would be idle to 
expcct that measures such as price control, rationing or the suppression of 
free dealing in bullion and currencies would achieve the desired results. In 
the West, it has been possible, thanks to such measures, to stabilize economic 
and financial conditions to a remarkably high degree, but in the East a 
different kind of intervention was called for. The object of official sales of 
gold was solely to cope with the immediate situation, and had no bearing on 
long-range policy. 

Beyond doubt, the authorities deserve to be congratulated on having taken 
such a bold course. It did require much courage to use up through the new 
policy a large part of the existing gold stock, which is badly needed also for 
other important purposes. So far as is known, the gold is supplied by South 
Africa, and the very extensive Eastern requirements have reduced considerably 
the amount available for payment for purchases outside the sterling bloc. 
It could not have been an easy decision to take, but in view of the famine 
brought about in India, largely by the abnormal currency conditions, it was 
undoubtedly the right decision. | 

No official statement has sOvfar been made explaining the reasons for the 
gold sales, but as far as it is possible to ascertain, the object of the authorities 
was to mop up surplus purchasing power which would otherwise increase 
the demand for goeds in general and for foodstuffs in particular. This surplus 
purchasing power, in the form of an increase of the Reserve Bank’s note issue, 
is very considerable. It is due in part to expenditure of the large armed 
forces in India, in part to the mobilization of India’s productive capacity 
in the service of the Allied economic war effort, and last but by no means least 
to the difficulty of supplying India with adequate quantities of goods to 
absorb the surplus purchasing power. Since the Indian public is unable to 
spend its surplus cash on manufactures, it is inclined either to hoard it in the 
form of bullion or to spend it on food and other essential goods in short supply. 
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Any device with which to mop up purchasing power is calculated to provide 
relief. To the extent that the official sales of gold absorb rupees which would 
otherwise be available for buying and hoarding food, these sales undoubtedly 
contribute directly towards the mitigation of the famine. 

The extent of the official gold sales , substantial as they are, is not sufficient, 
however, to make a really material difference in the size of the surplus purchas- 
ing power, running into many hundreds of millions of pounds. Indeed, there 
is reason to believe that the gold sales cannot even keep pace with the creation 
of additional purchasing power. In order that the new policy should be 
able through the absorption of purchasing power to be of decisive importance 
in the fight against the famine, vast amounts of gold would have to be sold. 
[he demand is virtually unlimited—at a price. We only have to recall the 
huge amounts of gold that were dishoarded after 1931, and that could easily 
be re-hoarded. Moreover, owing to the immense increase in the purchasing 
power of the Indian people since 1939, India’s absorptive capacity for bullion 
is now much larger than it was before 193I. 

Fortunately, even though the amount of gold sold has so far been a mere 
drop in the ocean of surplus purchasing power, the sales have produced a 
favourable effect far in excess of their relative size. For they have affected 
the food situation not only through their direct material effect but also to a 
much higher degree through their indirect psychological effect. One of the 
reasons why so many Indians decided to hoard food was that the rising trend 
in the rupee price of bullion tended to undermine their confidence in the 
stability of the rupee. It is true that the rupee has been kept pegged in relation 
to sterling at the rate of Is. 6d., and has therefore remained stable also in 
relation to the dollar. But to hundreds of millions of Indians the price of 
gold and silver is incomparably more important than exchange rates ; indeed 
most of them have never heard of exchange rates, while they take a very 
keen interest in the quotation of bullion. The wide fluctuations of gold and 
silver in the Bombay market, and the rising trend of the bullion prices, created 
the impression that the rupee was depreciating. 

(Tn such circumstances, the decision to force down the price of gold and to 
maintain it stable at a lower level was bound to produce a very favourable 
psychological effect, especially as the fall in the price of gold was accompanied 
by a spontaneous sympathetic downward movement in the price of silver. 
Confidence in the rupee revived, and this must have gone a very long way 
towards mitigating food hoarding and allaying the famine. It is mainly by 
such means, and not by absorbing purchasing power, that the policy of gold 
sales has produced a salutary effect which amply justifies any sacrifices involved. 

Whether the right thing is done for the right reason or for the wrong 
reason is, of course, of purely academic importance so long as the result 
achieved is satisfactory. The trouble is that because intervention in the 
bullion market was undertaken for the wrong reason it is done in the wrong 
way. Owing to this, a situation threatens to arise in which its beneficial 
effects might be reduced if not altogether neutralized. The reason is that 
intervention is confined to the gold market while the silver market is left 
severely alone. Now, if the assumption that the new policy tends to produce 
its beneficial effect through absorbing surplus purchasing power were correct, 
then it would be of small importance whether the authorities sold gold or 
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silver or both, for in either case they would absorb purchasing power. Since, 
however, their intervention has produced its result mostly through its steadying 
effect on the price of gold and silver, the disregard of silver might have un- 
favourable consequences. So long as silver declined, even in the absence 
of any official operations, simply because the dealers assumed that the au- 
thorities would intervene sooner or later also in the silver market, all went 
well. Towards the end of January, however, the bullion market began to 
realize that while gold was controlled at 71 rupees, silver was left to take care 
of itself. Thereupon speculators embarked on a bull drive, leading to a rise 
in silver well above the level at which it stood before the official intervention 
in the gold market. On February g it reached 127 rupees per 100 tolas, which 
is equal to about 61d. per ounce, compared with the London price of 234d. 
It is true that at 71 rupees, or {14 4s. per ounce, the price of gold is also well 
above its London parity, but not nearly to the same extent as that of silver 
While London parities do not matter very much in existing circumstances, 
the widening of the discrepancy between the price of gold and that of silver 
was bound to lead to some switching over by hoarders and speculators from 
silver to gold. The prices prevailing in the Bombay bullion market before 
the initiation of the policy of systematic intervention roughly corresponded 
to the relative valuation of the two metals by the Indian people. In the 
meantime the price of gold has been brought down, while that of silver was 
allowed to rise. A stage was bound to be reached sooner or later when most 
people would come to prefer gold at the prevailing price. This stage was 
reached when silver rose to 127 rupees on February 9. Indeed, on the following 
day a reaction set in, and switching over from silver to gold resulted in a sharp 
fall in the price of the former while the demand for the latter at the official 
price increased considerably. Following on heavy sales of gold and a further 
fall in the price of silver, a momentary equilibrium was reached. A resumption 
of the rise in silver to above 127 rupees led, however, to a repetition of the 
reaction on an even larger scale. A fresh fall in silver was accompanied by 
a rise in the demand for gold, necessitating exceptionally heavy official selling 
If the authorities wished to unload large quantities of gold, without reducing 
their selling price, this would be the right way to set about it. If, however, 
they wished to a achieve the maximum of result with the aid of the smallest 
possible volume of sales, then it would be advisable to reconsider their tactics. 
For unless silver as well as gold is kept stable, the experience of recent weeks 
will repeat itself. Whenever speculative operations produce a rise in the 
price of silver there would be a reaction in the form of an abnormally heavy 
demand for gold. The chances are that the cost of keeping down the price 
of silver would be materially less than the cost of satisfying these bursts of 
demand, because a steady silver price would discourage speculative operations 
also in the silver market. Possibly the reason why the authorities have 
confined themselves to gold is that while they can obtain gold from South 
Africa they do not possess adequate quantities of silver within the Empire 
for the purpose of sales in Bombay. This difficulty could be overcome by 
obtaining silver from the United States, if necessary in exchange for gold. 
On balance, the total of gold and silver sales would probably amount to less 
than the amount that would be required if the authorities continued to confine 
their intervention to gold. 
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There is, however, another aspect of the situation which is much more im- 
portant. The good effect of the stability in the price of gold on food hoarding 
might be largely lost if silver is allowed to rise and fluctuate. After all, the 
predominant majority of the Indian people is much more concerned with silver 
than with gold, for the simple reason that it cannot afford to hoard gold. 
It is even more important to prevent a depreciation of the rupee in terms of 
silver than to prevent its depreciation in terms of gold. For food hoarding by 
the hundreds of millions mainly interested in silver is infinitely more important 
than food hoarding by the relatively small number mainly interested in gold. 
In many quarters in India there would be admittedly no enthusiasm for 
the wholesale import of silver. In a statement appearing in the September 28 
issue of the Bombay Chronicle, Sir Chunilal B. Mehta, a leading Bombay 
merchant and bullion expert, expressed himself strongly against the idea, 
on the ground that the present price of silver is too high, and that India would 
stand to lose through a fall after the war if she imported much silver. However, 
the need for checking food hoarding is of paramount importance, and since 
it is necessary to that end for the Government to operate in silver as well as 
gold every other consideration must be regarded as of secondary importance. 
To some extent it would be possible to bring down the price of silver even 
without official sales. The removal of the import duty of about 8 rupees 
should produce a fall, even though in the absence of private imports the fall 
need not necessarily be equal to the duty. The experiment would certainly 
be worth trying, all the more since in the absence of private imports of silver 
it would not involve any sacrifice of Customs revenue. It is to be hoped that, 
whether by this means or by other means, the authorities will follow up their 
wise decision to control the price of gold by an equally important decision to 
extend their control over silver. 


US. W ar —_— 
By F. E. Daniels 
American Editor, Financial News 


HE Fourth War Loan drive in the United States has just been carried to 

a successful conclusion, according to reports reaching this side, although 

full details are not yet available. The goal of the January drive was the 
very considerable sum of $14,000 millions, with an “ individual subscription 
quota ”’ of $5 1500 millions, and yet another campaign is scheduled for May next. 
The whole tone of the Budget Message, of course, was keyed to the probability 
of war operations extending throughout the current fiscal year, and through 
to June 30, 1945. War and other Government expenditures on this basis were 
estimated at $100,000 millions over both years. But the Message underlined 
the fact that adjustments in the war programme have already accounted for a 
sum of $12,000 millions in war contract terminations ; that expenditures are 
now fairly stable after the extraordinary pace of increase over two years since 
Pearl Harbour ; and that on present programmes the U.S. Government will, 
by the close of the Budget year 1945, have more than $100,000 millions in 
hand in the form of unspent appropriations. 
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On the strictly industrial side, these figures are paralleled by the abrupt 
flattening-out in the curve of industrial production. The revised FRB index 
(1939 = 100) has now been bumping along within 5 points of the 250 mark 
for several months, and there is strong prima facie evidence, in the shape of new 
order and shipment figures, that industry is rapidly diminishing the formidable 
backlog which, at one time, seemed an impossible task to fulfil. Civilian 
production has already been increased over some lines. The shipping position 
is easier, and export controls have been modified to some degree. Moreover, 
the redoubtable Mr. Bernard Baruch has completed plans for conversion based 
on such welcome items of policy as: a sharp reduction of corporate taxation ; 
the completion of Federal participation in production, the orderly disposal of 
stock-piles, financial assistance for the small man, and plans for public works. 
In purely financial te rms, therefore, the situation both as regards the budgetary 
deficit and the size of the Federal debt is much easier than many anticipated 
a year ago, despite the obstinate refusal of Congress to follow the lead given both 
by the W hite House and the Treasury in the matter of taxation programmes 

War expenditures were very nearly trebled between the close of the fiscal 
years 1941-42 and 1942-43, the total for the latter year being $72,000 millions. 
But a monthly peak of $7,500 millions in June last was not topped until 
November, and the average monthly payment has for some time been below 
the $7,000 million mark. At the same time, the buoyancy of the national 
income has sharply raised the yield from taxation. For the fiscal year 1943 
Treasury receipts were not much above $28,000 million marks, while for 1944 
and 1945 the revenue estimates have risen to $41,000 millions. 

The revenue position may even be improved over the next fiscal year, since 
President Roosevelt has taken the unprecedented step of vetoing the $2,000 
million Tax Bill, rather than accept so meagre an addition to tax yields. No 
doubt he is very sure of the public response to his action, though at the time 
of writing, the issue is still very confused, and apart from a fresh display of 
Congressional independence over Senator Barkley’s resignation (and re- 
appearance) as Democrat majority leader, there is no sign that wore concil atory 
counsels prevail. Even the present position, however, is less adverse than was 
suggested at one time last year, as may be instanced by the fact that the 
Presidential Budget estimates submitted in August 1943 suggested an end- 
year Federal debt total of more than $207,000 millions. The January 1944 
Budget estimates, however, gave a figure of $198,000 millions, and it seems 
probable that the actual deficit for the period to June 30 next may not bring 
the Iederal debt above $195,000 millions, a very considerable improvement on 
the earlier estimates. 

With a tax programme which has been far from rigorous by British 
standards, the War Savings drives have undoubtedly given very considerable 
assistance in the process of mopping up excess purchasing power. The first 
was carried through in December 1942, with a “ goal’ of $9,000 millions and 
a commercial bank participation of $5,000 millions. This target was raised 
to $13,000 millions in April last, the commercial bank participation remaining 
at $5,000 millions, while last September brought an all-time peak 
campaign for $15,000 millions. During this issue, the commercial banks 
were excluded from direct ‘participation, and more than $18,000 millions 
went to non-banking investors. Treasury figures submitted for the whole of 
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1943 (covering ten months) therefore do less than justice to the success of later 
savings campaigns. The Reserve Bulletin in November, for example, noted 
that the Federal debt had risen over ten months by some $56,000 millions, 
and that about $25,000 millions (or 45 per cent.) was taken by the commercial 
and Reserve banks. For the previous year, the total was $22,500 millions 
or 49 per cent. In the third quarter, however, banking participation in a 
total debt increase of roundly $22,000 millions was not more than 30 per cent. 

Apart from direct subscriptions to War Bonds, the volume of individual 
savings has been at a gratifying high level for many months. No recent official 
analysis is available, but it is known that they reached an annual rate of 
$35,000 millions in the last quarter of 1942, when the disposable income total 
for individuals was in the neighbourhood of $120,000 millions. In September 
last, the Commerce Department estimated income payments to individuals 
for 1943 at $142,000 millions, with consumer expenditures at $88,000 millions, 
leaving after taxes, etc., a “‘ gross inflation gap’ of $38,000 millions. For 
the first half of 1943, however, the situation seems to have been better than 
official estimates allowed. The index of per capita civilian income payments 
rose from an end-year level of roundly 160 to nearly 180 (1940 = 100), while 
the index of consumer expenditures, after continuing an upward trend over 
the first quarter, then turned quite abruptly downwards. Per capita ex- 
penditures, in fact, fell from 86 per cent. of income in 1940 to only 66 per 
cent. in 1943, while net savings and personal taxes together grew from 14 to 
34 per cent. of income. 

The high rate of personal savings thus achieved is attributed to many 
factors, including high stocks of consumer goods, which are thought to have 
prevented so far, at least,a “‘ panicrush ’’ for many items. The main factor, 
however, is presumably the simple fact that a very large proportion of consumer 
incomes in the U.S. is normally spent on durable goods for which no direct 
substitution is possible. For this reason, it is obviously not possible to project 
the current rate of savings in relation to income as “‘ normal ”’ in the sense 
of peacetime production, though the size of the present savings total does 
suggest that U.S. national income in the post-war period may present many 
problems in respect of useful outlets for investment. Washington, in fact, 
has succeeded hitherto in retaining a very broad measure of control over 
prices and wage-rates, despite the constant conflict between Executive and 
Congress and despite the inadequacy of rationing and other methods of price- 
fixing. Up to the close of last year, the wholesale price index for all com- 
modities in the U.S. had risen by 37 per cent. above 1939 prices, compared 
with 40 per cent. in Canada, 66 per cent. in this country, and 43 per cent. 
in Australia. The cost of living index, meanwhile, had risen by 26 per cent., 
in Canada by 1g per cent., U.K. 28 per cent., and Australia 36 per cent. 
Reflecting the inadequacy of some control measures, however, U.S. food 
prices had by then risen by 47 per cent., against 16 per cent. only for this 
country. This difference illustrates the pressure of the farm bloc and the 
resistance to subsidies in the U.S. Over the same period, U.S. hourly wage 
rates had risen by as much as 50 per cent., but when account is taken of the 
rise in productivity the advance in real wage costs is estimated to be not 
above one-third—a level which certainly compares favourably with this 
country. 
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It must not be taken, however, that the Administration is satisfied with 
the present position. While the rise in national productivity has exceeded 
all expectations, only the most pronounced pressure by Mr. Roosevelt has on 
several occasions averted Congressional attempts to smash through the whole 
system of price controls. Labour disquiet has also threatened more than 
once to break through the stabilization programme, and altogether the 
Administration has been living, from an economic viewpoint, on a day-to-day 
basis, meeting every new sectional threat as it arose, rather than facing the 
situation with a comprehensive pattern of controls. With expenditure now 
falling below earlier estimates, and with some addition to civilian output, 
the Administration may be expected to keep the situation in hand. Indeed, 
the violence of the Administration’s reaction to Congressional anti-subsidy 
moves may well herald a period in which Mr. Roosevelt will be eager to main- 
tain a firmer hold on the domestic front than in the past year. 


The Turnover of Bank Deposits 


N the earlier years of the war, the annual clearing house returns showed a 

continuation of the trend, previously in force for many years, towards a 

reduction in the velocity of circulation of bank credit. Taking deposits as 
a whole, for example, the clearings total for 1928 showed an average rate of 
turnover of 25 times in the year; by 1938 the rate of turnover had fallen to 
17 and in 1942 was only 15. In relation to current accounts alone, the decline 
in velocity was still more marked: from 46 in 1928 to 32 in 1938 and only 
23 in 1942. At first sight, the 1943 clearing return shows a sharp reversal of 
this tendency. The grand total amounted to £57,107 millions, an increase on 
the year of £8,450 millions, or 17.3 per cent., whereas clearing bank deposits 
were on the average less than 12 per cent. higher than in 1942. 

From these figures it is undeniable that the average rate of turnover in 
1943 was somewhat higher than in the previous year. Nevertheless, the 
figures would give a misleading impression if they were thought to imply 
that, after declining for many years past, the velocity of circulation of bank 
credit suddenly took a sharp upward turn during the past twelve months. 
Examination of the total by quarters shows that in the first three months of 
the year the increase on the comparable period of 1942 was 10.0 per cent. ; 
in the second quarter it was 23.8 per cent. and in the third quarter 24.5 per 
cent., falling again in the final three months of the year to only 12.4 per cent. 
The really large increase, in other words, was concentrated in the six months 
from Apri] to September, and the cause of the marked expansion over this 
period was not a sharp rise in cheque drawings during 1943, but, on the 
contrary the very sharp drop in clearings, in reversal of the genera] upward 
trend, for the corresponding months of 1942. 

While the precise timing of this 1942 reaction is difficult to explain, ther: 
is little doubt that it was associated with the slump in security prices and the 
stagnation in investment activity following the initial Japanese successes in 
the Far East. No such disruptive factor made its appearance during 1943, 
which was a year of almost uninterrupted victories for the United Nations. 
The volume of clearings was, in fact, remarkably stable throughout the year, 
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as will be seen from the table below. It would almost seem as though, 
after some years of rapid expansion, the volume of cheque drawings had 
climbed on to a high plateau by the beginning of 1943 and has remained 
stable at that level for the succeeding twelve months. Certainly the figures 
disprove any suggestion of a cumulative increase in turnover of bank credit, 
since the expansion of 12.4 per cent. in clearings for the final quarter of 1943 
compares with an almost equivalent increase—of about 11} per cent.—in 
clearing bank deposits. 
TURNOVER OF BANK DEPOSITS 


Deposits : Ratio Clearings to : 
Current Current Total 
Clearings Accounts Total Accounts Deposits 
£m. £m. £m. 

1928 .. ee oe 44,205 954 1,766 46 25 

1933 -- iu id 32,138 978 1,953 33 16 

1938 .. oe aa 39,610 1,244 2,277 32 17 

1939 .. 7 ia 36,642 1,252 2,248 29 16 

1940... e i 40,019 1,487 2,506 27 16 

1941 .. ne a 43,011 1,885 2,970 23 14 

1942... wie wr 48,657 2,148 3,275 23 15 

1943 - . 57,107 2,455 3, 677 23 15 
By quarters : ‘(Annual rate) 

1942—I .. ‘od 51,625 2,034 3,126 25 17 

mm Ge nee 45,015 2,059 3,159 22 14 

i a nd 40,053 2,592 3,309 21 14 

< are 0 51,333 2,326 3,508 22 15 

1943—I .. na 50,816 2,352 3,548 24 16 

Ee ee ne 56,492 2,387 3,580 24 16 

a or 57,372 2,463 3,678 23 16 

| awe 57,744 2,619 3,903 22 15 


The combined total of the eleven Provincial clearings was {1,167.9 millions, 
an apparent decrease of {312.3 millions, or 21 per cent. on the year. In more 
than one respect, however, the figures for the two years are not comparable. 
Thus, the decline in the total for Bristol, from {101.4 millions to no more than 
£33.4 millions, is obviously attributable to the re-arrangement of that clearing 
in September, 1942. It would seem clear, too, that a similar technical change 
is responsible for the remarkable drop in the Manchester total, from £622 
millions to only £415 millions, the latter being the lowest figure shown since 
1916. In previous years since the outbreak of war, Manchester had shown 
both a large absolute and relative expansion, accounting for 42 per cent. of 
the total Provincial clearings in 1942, against less than 38 per cent. in 1938. 
Though the clearing house statistics bear no indication of the change, it is 
known that in July 1943 the clearing area was restricted to offices within a 
quarter of a mile radius of the Clearing House. This obviously accounts for 
the fact that the Manchester totals for. the third and fourth quarters show a 
decline on the year of 62 per cent. and 75 per cent. respectively, whereas the 
figures for the first six months were slightly higher than in 1942. Only three 
of the Provincial centres showed an increase for 1943, of which the largest 
was a rise of just under 8 per cent. in the case of Sheffield. 





The Merchant Navy Comforts Service has received £127 9s. 8d. from an Arts and 
Crafts Sale held by the Bank of England Printing Works at St. Luke’s, Old Street, E.C.1. 
A similar event organized by the Overton, Hampshire, branch of St. Luke’s raised 
£126 17s. 5d. for the same fund. Altogether the staff of the Printing Works have con- 
tributed to date nearly {600 to the Merchant Navy Comforts Service, besides knitting 
numerous sweaters, helmets and gloves. 
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International Banking 


France 


IMULTANEOUSLY with the conclusion of the British-French financial 
Gazteem nt, important changes have been effected also in the internal 

monetary system of the French Empire. The Caisse Centrale de la France 
d’Outremer (formerly the Caisse Centrale de la France Libre) has 
now become the central institution for all banks of issue operating in 
French overseas possessions under the control of the French Committee of 
National Liberation. Its capital has been raised from Fes. 100,000,000 to 
Fes. 500,000,000. Its sterling resources have been transferred to an exchange 
equalization fund which has been placed under its control. The existing banks 
of issue continue to operate, and will issue notes against deposits with the 
Caisse Centrale. 

The Caisse Centrale confines its activities to French overseas possessions, 
and arrangements are made for the issue of notes in liberated Metropolitan 
France by the Treasury of the Committee of National Liberation. These notes 
are printed in the United States. In Corsica, which is part of Metropolitan 
France, such notes are being issued against the withdrawal of Bank of France 
notes. Holders of Bank of France notes receive new notes up to 5,000 francs, 
while the remainder of the amount surrendered is provisionally blocked. In 
French North Africa, all Bank of France notes have been withdrawn from 
circulation. 

The note circulation of the Banque de I’Indo-Chine (the only French 
colonial bank of issue not under the control of the Caisse Centrale) increased 
in 1942 to Fes. 5,148,000,000, compared with Fcs. 1,839,000,000 at the end 
of 1938. There was a further substantial increase last year, but figures are 
not available. In his annual report to the shareholders of the bank in January 
1944, the chairman, M. Paul Baudouin, presented a very gloomy picture of 
the conditions in French Indo-China under Japanese occupation. Japan 
can buy only limited quantities of the country’s products, owing to lack of 
shipping space. Payment is made in frozen yen, and the amount of such frozen 
balances has now exceeded Yen 500,000,000. They can only be used for pur- 
chases in Japan, and since the latter has dishonoured her undertaking to 
supply Indo-China with goods the funds cannot in practice be used at all 
The profits of the Banque de |’Indo-Chine have declined in spite of the increas: 
in its note circulation. 


Germany 


The note circulation of the Reichsbank increased to Rm. 33,683,000,000 
at the end of 1943, compared with Rm. 24,375,000,000 at the end of 1942, 
Rm. 8,223,000,000 at the end of 1938, and Rm. 3,645,000,000 at the end of 
1933. At the same time, Rentenbank notes have also increased considerably 
The sharp increase in 1943 is due in part to the Allied air attacks, which 
cause many people to carry more cash than usual in case of emergency. In 
addition, however, there is a growing distrust in the financial prospects of the 
Reich, which manifests itself in an increasing inclination to hoard notes. In 
neutral markets the Reichsmark notes are quoted at a very low rate. In 
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Switzerland their quotation is now under 10 francs per 100 Reichsmarks, 
compared with the official exchange rate of 172.50. 

The gold reserve of the Banca d’Italia has been transferred to the Reichs- 
bank. Its amount is estimated to be in the neighbourhood of £30,000,000. 
The Reichsbank is believed still to possess considerable amounts of gold looted 
from various Central Banks in occupied countries. During recent months, 
neutral countries have become increasingly reluctant to accept such gold, 
owing to the declaration of the Allied Governments that after Germany’s 
defeat looted property will have to be restored to its rightful owners. Due 
to the resulting difficulty in disposing of such gold, Germany is very short 
of foreign exchange. To remedy the situation, she has been exporting looted 
art treasures and jewels, and has been re-issuing limited issues of stamps for 


sale in neutral countries. 


Sweden 


Details of the Swedish-German trade and payments agreement concluded 
in January are now available. They show that Sweden is no longer prepared 
to grant any credits to Germany. One ofthe clauses of the agreement provides 
for the repayment of the outstanding credits of Kr. 81,000,000 maturing in 
1944, of which Kr. 70,000,000 is due to be repaid during the first six months. 
The amount of Swedish exports to Germany has been materially reduced, 
and special steps are taken to prevent the accumulation of a clearing balance. 
The state of the clearing is to be checked every month, and if German ee eries 
are in arrears then Swedish deliveries are to be held up. 


Spain 

While Sweden and Switzerland have curtailed their facilities to Germany, 
the Spanish Government has just granted some fresh facilities. In connection 
with the settlement of the debts contracted during the Civil War, large peseta 
credits have been placed at the disposal of Germany. Part of these ‘amounts 
is to be used presumably for payments for wolfram deliveries, and part of it 
for financing subversive activities. As a result of the suspension of diplomatic 
relations between the Argentine and the Axis, much of the Nazi overseas 
financial operations is now transacted through Spain. 


China 


The Chinese Foreign Minister, Mr. T. V. Soong, resigned his concurrent 
post of Governor of the Bank of China. Dr. H. H. Kung, the Finance Minister, 
takes his place. He is already Governor of the Central Bank and the Central 
Trust. The Governor of the Farmers’ Bank is the Vice-Minister of Finance, 
a. 7.0. oe. 

Negotiations are in progress for the alteration of the terms of the loan of 
£50,000,000 granted in 1942 to China. According to the original agreement, 
the proceeds were to be used in payment for goods bought in the sterling 
area which do not come under Lend-Lease. The Chungking Government 
now wishes to use part of the loan as a reserve against an internal issue. 
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Publications 
Wealth for Welfare, by H. W. Foster and E. V. Bacon. (Macmillan, 


price 12s. 6d. net.) A plea for imperial development on a greatly enlarged 
scale, to be carried out by an authority which would be neither a private 
enterprise nor an agent of Government, but something intermediate between 
the two. It is suggested that the direction might be formed partly from 
Government officials, specially selected and seconded for the purpose, partly 
from members of the business community who would be required to sever all 
connection with private business on their appointment. Finance would be 
found by the Home Government. To raise the standard of living in un- 
developed countries figures prominently on the agenda of all post-war economic 
discussion, and a body such as the one proposed might well play a useful part 
in this work of development within the British Empire. The book contains 
much useful material with regard to individual colonies and members of the 
Commonwealth. In a foreword, Donald Tyerman says that, while he does not 
agree with all the authors say, he regards their basic ideas as excellent common- 
sense and, “‘ backed as they are by facts and figures, most valuable at a time 
when the ways and means of economic development, especially in the back- 
ward areas of the world, present a historic challenge and opportunity.” 


Jacobs on Bills of Exchange. (Sweet & Maxwell, price 21s.). Fourth 
Edition. It is a tribute to the solid merits of Mr. Jacobs’ treatise that a fourth 
edition has been necessary in spite of the comparative lack of recognition 
which the work has received, having regard to its high standard. Though the 
book is rather detailed for use as a textbook (it runs to 320 pages), examining 
bodies might well consider whether it should not be included in the syllabus 
of reading for advanced students. The present edition has been enlarged by 
the addition of two appendices, one containing a reprint of the principal Act 
and the other some notes on the emergency legislation in so far as this explicitly 
affects negotiable instruments. Decisions are noted up to November, 1943. 

Economic Consequences of the Excess Profits Tax, by F. G. Moult, 
B.A. (Fiscal Press, Price 10/6). At this stage, interest necessarily attaches chiefly 
to the post-war effect of E.P.T. To this question, the author of this winning 
thesis in a competition sponsored by the Institute of Taxation devotes a very 
useful and painstaking discussion, leading to the conclusions that the retention 
of the tax at a reduced rate in the transition phase might be a useful weapon 
for the control of investment, and also of assistance to firms making low profits 
owing to transitional difficulties. A criticism might be that Mr. Moult does 
not face up to the difficulty that many of the firms entitled to the largest 
post-war refund or E.P.T. set-off, just because their industries are so vital 
in war, are not those which will most urgently need capital for expansion in a 
peacetime economy. 

E.P.T. Acts Collated. by Gilbert B. Burr, F.C.I.S., F.T.1.1. (Jordan and 
Sons, 12s. 6d. net). After only four years of operation, the Excess Profits 
Tax has already given rise to a great variety of amendments, new provisions 
and special cases, which are ‘‘ dangerously scattered over Finance Acts, 
Schedules, Statutory Rules and Orders and other provisions in a confused 
jumble which would amaze the layman and is a source of irritation to th 
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The scene on 


LitTLE more than a hundred years ago Britain was an 
agricultural island. Its resources were undeveloped, its 
roads often incredibly bad; power-operated machinery 
was almost unknown .. . but the invention of the steam 
engine was destined to change the scene and by the 
middle of the nineteenth century the tide of industrial 
development was in full flood. In almost the span of a 
lif:time, Britain became the centre of the world’s trade 
and in this vast change the Westminster Bank (founded 
in 1836) played its part, providing—as it does today—a 
complete banking service for industry and the individual. 
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practitioner.’’ Merely in setting out the whole legislation, including amend- 
ments, the author would have performe da uecfal service, but the value of 
the book is greatly enhanced by his annotations for case law and practice. 
It is excellently produced and is provided with an index. 


Memorandum on Official Statistics. Royal Statistical Society (Printed 
for Private Circulation). Among the most important recommendations of 
this report, based on an enquiry by a committee of the Royal Statistical 
Society, are that every major Government department should have a statistical 
branch and that the Central Statistical Office should act generally as a co- 
ordinating body. A practical difficulty is, of course, that material is collected 
by some departments, such as the Ink ind Revenue, under an obligation not to 
divulge even to other branches of the Government ; but coordination of any 
kind is at present so notoriously absent that there should be ample scope for 
improvement without raising any difficult questions of principle. 
Fundamentals of International Currency Policy, by Frank D. Graham 
(Princeton University). The author gives a reasoned criticism of the Keynes 
and White plans and suggests that central banks, or an international authority, 
should seek to stabilize the general level of primary commodity prices by 
buying and selling composite units at a fixed price. The prices of individual 
commodities comprised in the composite unit would continue to move as 
freely as ever ; “‘ the procedure is precisely that of the gold standard, except 
that it applies to a group of important raw materials of industry rather than 
to a single and not very important commodity.” It will be recalled that a 
system of this kind was recently advocated in the Economic Jour-al by Prof 
Hi: iyek. 


Occupied Europe (Royal Institute of International Affairs, price 1s. 6d.) 
The first half of this pamphlet deals with various aspects of Germany’s present 
domination of occupied Europe, and the second half with the post-war period, 
including a chapter on U.N.R.R.A. A short section on financial reorganisation 
points out that, since the defeat of Germany must render holdings of Reichs- 
mark credits by liberated countries at least temporarily worthless, the United 
Nations will have to be prepared to help in the immediate reorganisation of 
the financial structure of such countries. In the field of banking, insurance, 
etc., there will in addition be the complicated problem of disentangling the 
closely-woven German network now centralised in the Reich. 

Pot-War Trade and Money. (Institute of Export, price 6d.) This is a 
short pamphlet putting the expansionist case both in internal and inter- 
national finance. The writer holds that an expansive world trade policy 
would in due course enable all countries to reach and maintain equilibrium 
whilst freely exchanging their products, but argues that, pending remedial 
measures, a surplus country should be prepared to write off the proceeds of 
its export surplus beyond an agreed datum line. 


INSTITUTE OF BANKERS EXAMINATIONS 


In the 1943 examinations of the Institute of Bankers, first place in Part II was aken 
by Mr. T. G. Reeday, of Lloyds Bank, who passed the whole of Part II in one year, 
gaining distinction in Practice of Law and Banking, English Composition and 
Accountancy ; first place in the examination for the Diploma in Executor and Trustee 
Work was taken by Mr. J. M. Holden, of the District Bank, who gainei distinctions 
in Elements of the Law of Real Property and Elementary Conveyancing and Law relating 
to Wills, Executors, Administrators and Trustees. 
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Correspondence 


German Banking and Its Personnel 


To THE EpITorR oF ‘“‘ THE BANKER” 


Srr,—Your remarks about Dr. Schacht’s appointment as President of the 
Reichsbank on Page 95 of your February issue do not quite correspond with 
the facts. 

The procedure to nominate and appoint the President was as follows: 
The “ Direktorium ” of the Reichsbank was entitled to send a suggestion 
together with the opinion of the “ Zentralausschuss’”’ to the Reichsrat. 
This body elected the President but the appointment had to be confirmed by 
the President of the Reich. In 1923, after Mr. Havenstein’s death, the 
‘ Direktorium,”’ was asked by the Government to take Dr. Schacht into con- 
sideration. They refused unanimously, stating that ‘Dr. Schacht had 
neither the moral nor the professional qualities to become President,” — 
and they proposed Dr. Helfferich. The ‘‘ Zentralausschuss,” against the 
one vote of Mr. Kube, representing the Federation of German Trade Unions, 
adhered to that decision. 

The Reichsrat took no vote, but after negotiations with the Governments 
holding a majority, the ‘‘ Reichsbank-direktorium ’’ was asked to reconsider 
Dr. Schacht, as Dr. Helfferich would probably not be elected. The ‘ Reichs- 
bankdirektorium ”’ stood firm and again unanimously rejected Dr. Schacht 
and asked for Dr. Helfferich. The “‘ Zentralausschuss”’ this time voted 
differently. Mr. Kube and Mr. von Mendelssohn voted against, and Mr. Wasser- 
mann (Deutsche Bank) and Mr. Urbig (Disconto-Gesellschaft) abstained. 
About the position of Mr. Stern I am not sure, but I do not think that he 
voted against it. The Reichsrat then took the matter up under the lead of 
Saxony, Thuringia, Brunswick and Lippe, and after a heart-to-heart talk 
with the Prussian Prime Minister, Braun, who disliked Dr. Schacht, the latter 
was elected against the votes of Bavaria, Wurttemberg and some Prussian 
provinces. 

Six weeks afterwards, asked how he got along with his colleagues, 
Dr. Schacht answered: ‘‘ My co-directors represent with conviction my 
convictions as their convictions.”’ 

I am, Sir, etc., 
WALTER LOEB 


Appointments and Retirements 
Mr. Clarence T. A. Sadd 


Mr. Clarence T. A. Sadd, who was appointed a director of the Midland 
Bank as recently as June last, has been elected Vice-Chairman of the board. 
This is obviously an appointment of very exceptional interest. Mr. Sadd 
entered the service of the bank in 1899, and after extensive experience in a 
number of provincial branches was transferred to Head Office in 1933 upon 
his appointment as assistant general manager. In March 1936, he was pro- 
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moted to the position of joint general manager and, following a succession of 
further promotions, became chief of the executive in June 1943, in which 
position he continues. Among other public activities, Mr. Sadd was a member 
of the Royal Commission on Workmen’s Compensation in 1938 and is Hon. 
Treasurer of the Lawn Tennis Association. In 1938 he received the Order of 
C.B.E., and in 1942 was appointed a Deputy Lieutenant for the County of 
London. Mr. Sadd now becomes vice-chairman of the Midland Bank Executive 
and Trustee Company, as well as of the bank itself. 

Barclays Bank —Mr. Hugh Exton Seebohm, a vice-chairman, has been 
elected a deputy chairman of the board. 


Dominion Bank—Mr. Arthur Wellesley Holmsted, K.C., president of 
Page Hersey Tubes Ltd., has been elected a director of the bank. Mr. John 
David Eaton, president of The T. Eaton Co., Ltd., and a son of the late Sir 
John Eaton, has also been elected a director. 


Lloyds Bank— Major Egbert Cadbury, D.S.C., D.F.C., of Oakleigh, Leigh 
Woods, Bristol, has been elected to a seat on the board. 


Martins Bank —Mr. R. V. Buxton, D.S.O., has been elected chairman of the 
London board, following the death of Mr. Robert Martin Holland-Martin. 


Midland Bank —wr. John S. Allan, chairman of the North of Scotland 
Bank, has been appointed to a seat at the board and at the board of the 
Midland Bank Executor and Trustee Co. in place of The Earl of Caithness, 
C.B.E., LL.D., who has resigned in consequence of ill-health. Mr. Walter 
James, secretary of the Midland Bank, has also been appointed Secretary 
of the Midland Bank Executor and Trustee Co. 

North of Scotland Bank—mr. James A. Mackie, F.C.I.S., J.P., has been 
appointed a director. Mr. Mackie is chairman of Messrs. J. and W. Henderson 
Limited, building trades’ merchants, Aberdeen, and a director of several 
Aberdeen and other companies. 


Union Bank of Scotland—Head Office, Glasgow: Mr. James Thomson 
becomes branch manager in succession to Mr, W. J. H. Smith, who is retiring. 
Mr. Thomson retains his appointment as secretary of the bank. 


Obituary 
Mr. R. M. Holland-Martin, C.B. 


Through the death of Mr. R. M. Holland-Martin, C.B., the City in general, 
and banking in particular, loses another of its outstanding figures. Mr. 
Holland-Martin was chairman of the London board, and also deputy chairman, 
of Martins Bank, with which his family has long been associated, and was 
also on the board of the Union Discount Company. He was president of 
the Institute of Bankers, 1929-31, and for thirty years served as honorary 
secretary of the Committee of London Clearing Bankers. In addition to his 
banking interests, Mr. Holland-Martin was also chairman of the Southern 
Railway, a director of the Alliance Assurance, of the Gas, Light and Coke Co. 
and of the Agricultural Mortgage Corporation. His death took place at the 
age ol 7I. 








